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A patient visits a medical

clinic demonstrating symptoms

of disease.
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Multiple studies are performed

by various specialists to determine

the specific cause of the problem.
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' . Scientists at leading-edge “

research and development facilities
perform experiments and apply
novel approaches with the goal of
discovering a treatment or cure that
specifically targets the disease.
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The patient is treated with
the new drug and symptoms of
the disease are eradicated.
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Alexandria Real Estate Equities, inc.
(ARE:NYSE) is the pre-eminent real estate
investment trust focused principally on
the ownership, operation, management,
acquisition, expansion and redevelopment
and selective development of properties
containing office/laboratory space, a niche
which we pioneered. Alexandria has an
outstanding almost eight-year track record
as an NYSE listed company with an
approximate $2.85 billion total market

capitahization as of December 31, 2004.

We provide high-quality laboratory
facitities, services and capital to the broad
and diverse life science sector. Alexandria’s
national operating platform is based on

the principle of “clustering” with assets
and operations strategically located in

key life science hub markets.
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Alexandria Real Estate Equities, Inc.
(ARE:NYSE) is the pre-eminent real estate
investment trust focused principally on

- the ownership, operation, management,

acquisition, expansion and redevelopment
and selective development of properties
containing office/laboratory space, a niche
which we pioneered. Alexandria has an
outstanding almost eight-year track record
as an NYSE listed company with an
approximate $2.85 billion total market
capitalization as of December 31, 2004.
We provide high-quality laboratory
facilities, services and capital to the broad

and diverse life science sector. Alexandria's

national operating platform is based on
the principle of “clustering” with assets
and operations strategically located in
key life science hub markets.
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‘science 1ndustry is. mcreaﬁmtﬂy beCommg a '~:1gmﬁcant compo——
'nent and . beneﬁcxary of . our ccuntrys cr1t1ca1 bmterromsm

research and development programs . -
Among a- w1de vauety of life sc1ence fundmg sources, 1t 15

| is. expected to apprommate $29 b :
: ated governmental expen 1










2004 We beheve we fan contmz,.e;to"do‘so and thai Wf* car' deh‘,’er susmmable xnd mean-
ingful crrowth : ' e o ' ’

The quahtv of Alexmdr
ence 1ndust1"y consumency 'So too,, the 1ntegnty ‘of otir business goals, beliefs, practices,
“and principles have earned the falth and trust-of our. shareholders, client tenants, ‘business

‘s‘Labspa;_é@ has earred the faith and trust of our hfe sci-

relat:onshlps ‘and ernployees We are an efﬁcmrxt and cost~consc1o.us business cultuxe man-
aged by a team which’ possesses haghly focused experuse experience, StanC*th and depth.
Our unparaﬂeled and' Lmlque busmess model and brand gives us a clear and sustainable -
compemtwe ad‘vantage togcthex Wlth the n’sult1~facetcd _grovvth strategies that we ‘have
1mp1em,ented "These will enable, us tG achleve continued success. We Temain highly . -
focused and-as dedicated and enthusmsnc a,s ever. Our ‘people-are second to none in the
mdustry This human capltal base is. xmportant and significant. We thank our entu‘e ‘team
for thent outstandmg collectwe acaomphshments durmg 2004 SRR e A

/-'f\ ‘
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Jerry M. Sudarsky .
Chairman of the Board




Alexandria Rea! Estate Equities; Inc.
(ARE:NYSE) is the pre-eminent real estate
investment trust focused principally on
the ownership, operation, management,
acquisition, expansion and redevelopment
and selective development of properties
containing office/laboratory space, a niche
which we pioneered. Alexandria has an
outstanding almost eight-year track record
as an NYSE listed company with an
approximate $2.85 billion total market

 capitalization as of December 31, 2004.

We provide high-quality taboratory
facilities, services and capital to the broad
and diverse life science sector. Alexandria’s
national operating platform is based on

the principle of “clustering” with assets
and operations strategically located in

key life science hub markets.
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TALENT Human capital is a critical component in the development of
a successful life science cluster. The synthesis of knowledge and skills
produced by the collaboration of science and business talent in a life
science region is a crucial feature of a thriving market. One of the
leading life science cluster markets is Seattle, Washington. Home to an
impressive number of renowned scientists and executives, Seattle is a
hub for entrepreneurs and academics with superior expertise in both life
science and information technology. In order to maintain the world class
status of the science being conducted, Seattle’s research institutions
and businesses foster younger generations of scientific thinkers through
student internships and employment opportunities. Alexandria has
established a highly capable local management team to develop and
support the necessary infrastructure and relationships for the continued
growth of Seattle’s life science community.
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Dr. Lee Hood, an intérnationally pfémih .n’t,_

LEE HOOD, M.D., Ph.D.

President _
~Institute for Systems Biology

‘scientist ‘an’d_enirepreneur responsi

by
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BRUCE L.A. CARTER, Ph.D.
President & CEO
ZymoGenetics, Inc.

Dr. Bruce Carter, a seasoned life science
industry veteran with international science
and business experience, is President

and CEO of ZymoGenetics Inc., one of
Seattle’s most prominent biopharmaceuti-
cal companies with several marketed
therapeutic products.
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"LEE HARTWELL, Ph.D.
“ President & Director
Fred Hutchmson Cancer Research Center

Dr Lee Hartwell 2001 Nobel Laureate

in Physnology or Medicine, is a leader in
“cutting-edge research and clinical programs
focused on cancer.




BARON WELLMAN - R
-+, Senior Engineer..
L A|ex'and_'ria Real Estate Equities, Inc.
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ERICA ANDERSEN-NISSEN
Graduate Student, University of Washington
Location: Institute for Systems Biology

Providing educational job opportunities for
up and coming scientists like Erica Andersen-

Nissen helps foster a new generation of
scientific minds that will fuel future growth

of the life science industry.







CRAIG A. SMITH, Ph.D. (left)
Chief Scientific Officer
VLST Corp.

CARL WEISSMAN (center)
President & CEO
Accelerator Corp.

STEVEN R. WILEY, Ph.D. (right)
Chief Technology Officer
VLST Corp.

The scientific team of Drs. Craig Smith
and Steven Wiley, invented the arthritis
drug Enbrel®, which is now a multibillion
dollar biotechnology product, and are
co-founders of an emerging biotechnology
company dedicated to the development
of next-generation monocional antibody
therapeutics. This company was founded,
in part, by Accelerator Corp., led by
President and CEO Carl Weissman.
Accelerator Corp., an innovative and
creative vehicle designed to foster
promising start-ups, is anchored by The
Institute for Systems Biology, together
with Alexandria and several prominent
venture capital firms.
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Alexandria Real Estate Equities, Inc.
(ARE:NYSE) is the pre-eminent real estate
investment trust focused principally on
the ownership, operation, management,
acquisition, expansion and redevelopment
and selective development of properties
containing office/laboratory space, a niche
which we pioneered. Alexandria has an
outstanding almost eight-year track record
as an NYSE listed company with an
approximate $2.85 billion total market
capitalization as of December 31, 2004.
We provide high-quality {aboratory
facilities, services and capital to the broad
and diverse life science sector. Alexandria’s
national operating platform is based on
the principle of “clustering” with assets
and operations strategically located in

key life science hub markets.




CAPITAL A fast growii zg agmu population and longer life expectancy
* requires more effective medicines that will enhance human healthcare

and the quality of life. f{esearch development and commercialization
m,ortQ in pursuit of new treatments are funded by Sigmﬂcant capital
from both the public and private sectors. The federal government |
continues to increase the budget for the National Institutes of Health
{“ M %”) making it the world’s best funded research center. A majority
of the MiH's budgei, now approaching $29 billion, is used to support
ear%y research programs at the nation’s academic and non-profit

esaarch institutions. The U.S. pharmaceuhca! industry mvests nearly
;;33 hillion in research and development annually.
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Alexandria Real Estate Equities, Inc.
(ARE:NYSE) is the pre-eminent real estate
investment trust focused principally on
the ownership, operation, management,
acquisition, expansion and redevelopment
and selective development of properties
containing office/laboratory space, a niche
which we pioneered. Alexandria has an
outstanding almost eight-year track record
as an NYSE listed company with an
approximate $2.85 billion total market
capitalization as of December 31, 2004.
We provide high-quality laboratory
facilities, services and capital to the broad
and diverse life science sector. Alexandria’s
national operating platform is based on
the principle of “clustering” with assets
and operations strategically located in

key life science hub markets.
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Alexandria Real Estate Equities, Inc.
(ARE:NYSE) is the pre-eminent real estate
investment trust focused principally on
the ownership, operation, management,
acquisition, expansion and redevelopment
and selective development of properties
containing office/laboratory space, a niche
which we pioneered. Alexandria has an
outstanding almost eight-year track record
as an NYSE listed company with an
approximate $2.85 billion total market
capitalization as of December 31, 2004.
We provide high-quality laboratory
facilities, services and capital to the broad
and diverse life science sector. Alexandria’s
_national operating platform is based on
the principle of “clustering” with assets
and operations strategically located in

key life science hub markets.







SELECTED FINANCIAL DATA

Alexandria Real Estate Equities

The following table should be read in comunctxon with, our consolidated financial statements

mg elsewhere in this report.

»Yez}r Ended December 31,

{Doliars in thousands. except per share amaounts)

OPERATING DATA:

183,284

“common stock %

P2

2,52

18

Total reveﬁue ; ' R AR ,; $1
Total expemes o C 124,715
Income. from conmnumg, operanonﬁ S 58,569
Incomeuﬁ’cm dxscontmued operations, net 1,626
Net mcome 3 o B T 60,195 |
Dividends ¢ on prefern:d stock ' ' 12,595
Preferred stock redempnon charge 1,876
Nert income available to common stockholders $ 45724
Basic income per comunon share:
Income from continuing operations
tnet of preferred stock dividends and ;
preferred stock redemption charge) 3% 2.28
Income from discontinued operations, net $ 0.08
Net income available to common stockholders $ 2.37
Diluted income per commmon share: ‘ '
Income from continuing operations
(net of preferred stock dividends and o
preferred stock redemption charge) ' $ ' 2.24
Income from discontinued operations, net _§ 0.08
Net incorme available to commeon stockholders $ 2.33
‘Weighted average shares of common L
‘stock oumandmg ' ' .
Basic. 19,315,364
Diluted - 19,658,759
Cash dividends declared per share of ‘

, Inc. and Subsidiaries

160,558
112,084
48,504

11,139

59,643

8,898

50,745

2,09
0.59
2.67

2.06
0,58
2.64

18,993,856
19,247.790

2.20

£

142.271
104,000
38,271
11761
40,032
8,879

31.483

1.69

and notes thereto appear-

0.10 %

1.79

.66
0,10
i.76

17,594,228
17,859,787

2.00

120,861
93,279
27.582

2,695
30.277

3,666

26611

1350 %

0.17
1.67

1.48 %

0.17
1.64

15,953,459
16,208,178

1.84

100,122
76, 685,
‘73‘2:3 437

26009
3,666

22,343




 Year Ended December 31,
(Dotlars in thousands)

¥

BALANCE SHEET DATA (AT YEAR ENUO): :
Rental properties, net ' © . §1,427,853] § 982,297 $ 976422 $ 796,626 & 679653
Total assets % 1,872,284 $1.272,577 $1.159.243 % 962,146 3 780.984
Secured notes payable, unsecured line ' :
of credit and unsecured term loan- ‘ ' $1186946] $ 709,007 $ 614878 $ 573161 § 431256 i
Total liabilities : o - $ 1,251,811 $ 765442 % 673.390 29,508 § 461.832 |
Stockholders’ equity L . 4 620473] $ 507,135 $ 485853 § 332638 $ 319152

, EE 3
RECONC!L!ATION‘ OF NET INCOME i
TO FUNDS FROM OPERATIONS: "
Net income : : DRI $ 60,195, $ 59.643 $ 40032 $ 30277 %
Add: o , :
Depreciation and amortization ¥ . 42523 38901 34,071 30,578

',Y'Impa‘ii:meﬁtféf investments L - . 2,545 -

Subtract: R ’ e ' - -

" Dividends on preferred stock . S (2,598 (8898 8,579) (3.666)  (3,666)

E Prcfern.d stock rg:den_i?tion charge @ (1,876) o - .
Gain/loss on sales of property @ o ae2) - (8,286) - - ~
Fands from operatons ¥ . & 8es20] $ 81,360 $ 680569 $ 57,189 § 46594
OTHER DATA:

Cash Aows fron: operating activities ‘ ¢ 67,752 % 74847 $ 67050 % 60340 $ 32931
Cash flows from investing activitics C$ (450,688) $ (139,810) $ (227,840} § {192,179 $ (132,480
Cash flows from financing acuvities . ¢ 381,108 $ 66,188 $ 182,204 $ 131439 ¢ 98879
Number of properties owned at year end o , 112 89 89 83 76
Rentable square feet of prdpcrtic:s ) ' » e
owned at vear end : ' 7,431,380 5,694,466 5765558 5338481  4,885391 .
Occupancy of properties owned at year end v 87% 88% 89% 89% 91%
Occupancy of properties owned at vear zf,mvd,'v o : ‘ '
excluding properties under redevelopment. 95% 94% 96% 99% - 98%

© {1) Includes depreciation and amortization related to assats “held for sale” reflected as discontinued cperations {for the periods prioe to when such assets

were designated as “held for sale™). ‘ S
(2} During the second guarter of 2004, we glected o redesir the ©.50% Series A cumulative redeemanle preferred

Accordingly, in compliance with Emerging 1ssues Task Force Tople D-47, we recorded a charge of $1,876,000. or $0.10 per common share {diluted),

the second quarter of 2004 for costs refated to the redempiion of the Series A preferred stock!
{3y Gainstoss on sales of properiy refates to the disposition of 8 property in the Suburban Washington 0.C, market d

" Am-equity REIT. We compute FFO in accordance with standards: established by the Board. of Governors of NAREIT

“White Paper”) and related imptementation guidance,-which tay differ from. the methodology:for calcutating FFO utilized by othear
e, which modifies the calcutation of F

‘early extihguishment of debt and re
emtiar 31, 2002 have beé :
{th GAAP), excluding gains:

accordingly, may fot be comparable to such other RETs. 10 2003 NARELT issued guidan
- future:perieds, (n accordance with MAREIT'S revised guidance, we now inglude iosses §
" charges in our catéulation of EFO: As such, thé reportediamounts-of FEO dor the year er

ously reported. The White Paper defines FFO as net incom ss) (Computed i accordant
state depreciation-and’ amortization, and after adjustmants

indication of financial performance, £t 16 gash fiows from apersting activities (determined in accordance with GAAF)
it indicative of funds Avaiable (o fund cur cash needs, including our ability to make distributions. We betieve thai n
parable GAAP financial measure to FFO. For a wiore detatled discussion of FFO, see “Management’s Discussion and
Results of Operations - Fuads From Operations”. ~ - - : )

disposition of a property iy the Suburban Washington D.C. market during the fourth quarter of 2003, the disposition of a property.in the Eastern
. Massachusetts market during the third quarter of 2003, and the dispesition of a properly 6 the San Francisco Bay market during’ the first quarter
Sl ianaa Gainfloss on sales of praperty is included in the incorme’dtatement iR income from discgitined operations, net. T AT T

(4) GAAP basis agcounting for real estate assets utitizes histdrical cost accounting and assumes real estate values diminish over time. tn an effort toover
come the miscorrefation between reat estata values and historical cost accounting for real estate.assets, the Board of Governors of the National Associatic
of Real Estati Investment Trusts ("NAREIT") established the measurement tool of Funds From Operations (“FFO™). Since its introdugtion, FFO:ha
become a widaly used non-GAAP financial measure by RE(TS, We believe that FFQ is helpful 1o investors as an additional measure of the. performance of

: air for unconsolidated partnetships and joint ventures, While FFO is.3 rel
meastire of operating performance for REVTs, it should not be considered as an alternative 1o net income (determined in’accordanc

stock (“Series A preferred stock”)

uring the'first quarter of '2004, the

in its April 2002:White Paper {t

as a rmeasure of our liguic
et income is.the’ direct
Analysis of Financial Conditiona




ANALYSIS OF FINANCIAL CGND!T?ON

i
- |
MANAGEMENT SDISCUSS{ON AND o j
|
l
AND RESULTS OF OPERATIONS z

Alexandria Real Estate Equities, Inc. and Subsidiaries’

The terms “Company”, “we”, “our” and “us” as used in this report refer to Alexandria Real Estate
Equities, Inc. and its subsidiaries. The following discussion should be read in conjunction with our con-
solidated financial statements and notes thereto appearing elsewhere in this report.

OVERVI EW -

The following factors, among othurs could cause actual results :md future events to differ from those set

forth or contemplated in the forward-—lookmg statement mduded in this report: L

» Changes in general economic conditions or i the r Al‘mtata and life science industries; 5

= Risks and uncertainties re}at@d to how &ucce%ful our t:en'mts are in dxscovermg devciopmg.,, makmg
or selling their products and technologzu : S

«  Potential hability for damages resulting from our tonants nse of hazardous materials;

» Adverse changes in the annual appropriations received by our government tenants;

+ Economic conditions in our markees could advezsdf, affect our business;

» Loss of a tenant could have a negative imypact on our business:

* We may have difficulty managing our growth;

» Our debt service obligations may have adverse consequences on our business operations;

= Qur unsecured line of credit and umcu.xrt_d term loan restrict our ability to engage in some

" business activities; ’ '

+ Ability to obtain additional capital to further our business objectives:

» Difficulties in identifying properties for acquisition or operating them successfully;
» Risks associated with completing developments and redevelopments;

+ Qur failure to qualify and maintain our status as a real estate investinent trust under the Imernal

Revenue Code of 1986; ,

» Losses in excess of our insurance L(}vcn&gc
+ Environmental uncertainties;

= Failure to compiy with laws, including ch{, An';eucans w1th Dlsablhmes Act and similar laws; and:
. blhty to retain our seior exr;(:unvczs ‘ ‘ . :
Our success ako dc:pend% upon econonnc trends :md \auom market Londjcmm We caution yo‘

managcmem. acqmsmon, eXpansion ;md Rc.luuve red{,velo*pment and dc:vdopmeuc of hxg,h qu
sr:ratcgu.aﬂy located properties containing uﬂxcg/lahoncot’y space l«.,'tsr:d princ 1paﬂ) to tenants in
scxence mdusrry We refer to these pmpermes as hfe sczlence prope: ties”

Expanded our unsacumd term loan h'om $1 {50 mllhom to $250 nu]hon and extendcd its term
December 2009. : .

P4 .




+ Sold one property with approxiinately 42,000 rentable square feet. -

« Completed a pubic offering of 5,185,500 shares of our 8.375% Series C cunmlative redeemable
preferred stock (“Series C prefecred stock™).

+ Redeemed all of the cutstanding shares of our 9.50% Series Fx cumulative preferred stock with
proceeds. from the Series C preferred stock oftering,

Qur primary source of revenue is rental income and tenant recoverics from lcases at the properties
we own. Of the 112 properties we owned as of December 31, 2004, four were acquired in 1994, nine’
in 1996, nine in 1997, 26 in 1998, six in 1999, 11 in 2000, five in 2001, four in 2002, four in 2003 (the
“2003 Properties™) and 23 in 2004, In addmon we completed the development of one property in
1999, five properties in 2000 (twggcther wzth the 11 pmpcraes acquired in 2000, the "2000 Properties™), o
two properties in 2001 {together with the f}ve properties acquired in 2001, the “2001 Properties™), two
properties in 2002 (together with the four properties acquired in 2002, the “2002 Properties”) and one
property n 2004 (together with the 23 properties acquired in 2004, the “2004 Properties”). As a result .

~ of these acquisition and development activities, as well as our ongoing leasing and redevelopment activ—
Jities, there have been significant increases in total revenues and expenses. including significant mcreaScsi G
in toml revenues and cxpemcs for 9004 as comparec% to 90()3 and i‘or 2003 as compaxcd to 2()()2

CRITICAL ACCOUNTING POL!CFES . : :
- Our discussion and analysis of our. ﬁnan::ml nditton ami xgsulcs of operations are based upon our con
‘solidated financial statements, which have. been pmpared in accmdance with accounting principles gen-
erally accepted in the United States (“(xAAP”} Our swnmc,ant accounting policies are described in the
notes to our consolidated financial statements. The preparation of these financial statements in con-
formity with GAAP requires us o make estimates, judgments and assumptions that affect the reported:
amounts of assets, liabilities, revenues and expenses. We base these estimates, judgments and assumptions
on historical experience and on various other factors that we believe to be reasonable under the cir-
cumstances. Actual results may differ 'ﬁfcﬁm chns; estimates under different assumptions or conditions,

RE!T Compliance SR - e
We have elected to be taxed as a Wal estate investment trust (“REIT™) under the Internal Revenue
Code. Qualification as a REIT involves the ’zpphmtmn of highly technical and complex provisions o
the Internal Revenue Code to our opetations and financial resules, and the determination of various fac-
tual matters and circumstances not entirely within our control. We believe that our current organizati
and method of operation comply with. the rules and resgu}aaom promulgated under the Inte
Revenue Code to enable us to qualify, and- continue to qualify, as a REIT. However, it is possi te ‘th
we have been: organized or have operated in a manner that would not allow us to qualify as a RE]
t}mt aur mturc opcmtlam cou}d cause us to fail to qua}zty L

~:md eqmpment ( }); L(dculata the V'xl,m; f the mtauglbles as;t,l : d{ﬁ'arﬁncc betwec_n the “as lf vacan
and the purchase price; and {(4) allocate the intangible value o abovc below and at market leases
“mation costs associated with in-place leases, tenant re!atxomh.lpsfand other mt:nw,xble assers,

“The values-allocated to land improvements, buildings, building improvements, tenant improv
:md équipment are depreciated on a straight-line bcms using - an estimated life of 20 years. fo.




improvenents, 40 years for buildings and buildms‘.r, improvements, the respective lease term for tenant

improvements and the estimated useful life for equipment. The values of above and below market leas-
es are amortized over the life of the related lease and recorded as either an increase (for below market
leases) or a decrease {for abové market leases) to rental income. The values of at-nmurket leases and orig-
ination costs are classified as leasing costs, included in other assets on our balance shecws and amortized
over the remaining life of the lease. :

Reental properties and properties under dtzvelepmcnt are individually evaluated for 1mpm~mcnt ‘when
conditions exist which may indicate that it is probable that the sum of expected future undiscounted
cash flows is less than the carrying amount of the property. Upon derermination that an impairment
has occurred, a write-down is recmdcd to reduce the carrying amount of the property to its estimated
fair value. ‘

Capitaiization of Costs
In accordance with Statement of Fmanua} ‘Accounting Standards No. 34, ‘Capitalization of ‘Interest
Cost” (“SFAS 347) and Statement of Financial Accounting Standards No. 67, Accounting for Costs and
Initial Rental Operations of Real Estate Projects” (“SFAS 677), we capitalize direct construction:

development costs, including pu.dmdopmcnt costs, tnterest, property taxes, insurance and other cmts','}

directly related and essendal to the acquisidon, development or construction of a project. Pursuan to
SFAS 34 and SFAS 67, Capnwiu’mon of construction and development costs is required whilé activ]
are ongoing to prepare an asset tor its intended use. Costs incurred after a project 1s substantially com-
plete and ready for irs intended use are ¢xpensed as incurred. Costs previously capitalized related to

abandoned acquisition or development opportunities are written-off. Should development activity

cease, a portion of inerest, property taxes, insurance and certain costs would ne Jonger be eligible for
capitalization, and would. be. expensed as Incurred. ‘Expeﬁditurcs for repairs and maintenance are
expensed as incurred, : N
We also capitalize costs dirgetly related and essential to our leasing activities. These costs are amortized
on a straight-line basis over the terms of the related leases. Costs chat were previously (apm”ihzed and
which related to unsuccessful leasing oppurtmmmm are written~off. '

Accounting for lnvestmer;ffs
We hold equity investiments ih certain pub?ic:l ~traded companies and privately held entities primarily
involved in the life science industry. All of our invesoments in publicly-traded companics are consxdered
avaliab}n for sqle: in af_cordfmw wmh bmtema,m Qt anm,ul Aaount}m., Standards No

faxr Valut T’mr va}ue has been decarmde as t:he closing tmdmg pnw at thc h'th,

_Lmreahzed gains and losses shown as a separate component of stockholders’ equity. The LLthlﬁL_atlon of

investments under SFAS 115 is détcrmim’d at the time cach investment is made, and such- stermma~

tion is reevaluated at each balance sheec date, The cost of invesoments sold is determined by the .spccrt— ,

ic 1dentmcat1oz1 method, with net realizeéd wains included in other income. :
-~Investmerts in privately held entities are gener rally accounted for under the cost method becau
do not 1nﬂuence any operating or financial policies of the entities in which we invest, (,v.crt,unvlm{c;stu
ments are accounted for under the equity method in accordance with Accounting Principles Board

Opmmn No. 18, “The Eqmrv Method of Accounting for Investments in Common Stock™ and.
Emerging Issues Task Force Topic D-46,“ Accounting for Limited Partnership Investments™ Under the.

equ 1:) etk od of acaountmg, we l‘x(‘O!’d our m\mstmcm m“xmsllv at cost and adjust the carrying amount

ash charge to current earnings. T he faators that we uom;der in making thcw: assessments include,
not £mut:ed to, market prices;: market Londmons ﬁnancml condmon pmspum tor favorable or

- A




er

05 nated (4) the sa,le ’of:the property 1 bable and is, e\”pcm.tcd to. be complued \Mthm one year; (5) ch

“exchange of tixed and floating interest payments without the exchange of the underlying principal
. amount (the “notional amoum”} Intérest received under all of our swap agreements is based on the one~ "

: as an adjustmcnt tO mterest exXpense.

" nized on a straight<line basis over the respective lease terms. We include amounts currently recognizeg

" “held for sale” and should be classified as sdiscontinued operations”. A property is classified as ‘heid £

Interest Rate Swap Adfeemem‘s . .
We utilize interest rate swap adreunant\ to hcdgt; 2 portlcm of our-exposure to variable interest rates
associated with our unsecured line of credit and dpsecured term loan. These agreements involve an®

S

month LIBOR rate, The net ditference b{.t‘ween the interest p'ud and thp interest received is 1eﬂectcd

We reflect our interest rate swap aereements o1 the balance sheet “at fheir estimated fau values. We
'use a variety of methods, and assumptions based on market conditions and risks existing at each balance
_sheet date to determing the fair valies of our interest rate swap agreements. These methods of assessing
_fair value result in a general approximation of value, and such value may never be realized.

AH of our interest rate swap- agreements meet the criteria to be deemed ‘highly cffective” under the
provmons of Statement of Financial Accounting | Standards No. 133, “Accounting for Derivative
~Instruments and Hedgmg y Activities” in reducing our exposure to variable interest rates. Ac,cordmg}v we
“have ca«:egorzzed these instruments as cash flow hedges. While we intend to contmue to meet the co‘n— E
"dltwns for such hedge accounting, if hedges did not qualify as “highly effective”; the chanuex in the fair
, ue of the der:vanves used as hgdg,,w Would be reflected in earnmors. P
We do not beheve we are exposed to more thm a nominal amount of credit risk in our mteresckra
Aap 3greements as our counterpartms are e«mbhshed well- capxtah?ed financial institutions.

N ecogmtlon of Rem‘a! lm:'ome ‘ ~
Rental income from leases with schcdukd rent increases, free rent and othu‘ rent adjustments is r(xog,,

as incomie, and e\peuced to be received 1 later years, in deferred rent in the accompanying consolidat:

~ ed balance shc-:cts Amounts rec eived cur rc:ntlg, but rec ogmzed as income in future years, are included a

unearned rent in accounts payable, auxued expenses and tenant security deposits in the amompaan

consolidated bQIJﬂLC‘ sheets. Tenant. recm«:rws related to reimbursement of real estate taxes, insuranc

1epaus and rneuutenance, and other Gp{.munsg} @xpu:sen are recognized as revenue in the pLI‘lOd the apphi:
cable cxpc,mes ave incurred. o | :

We maintain an allewance for estimated lo%ses thcu: may result from the inability of our tenants t«
make required payants. If a tenant fails to make contractual payments beyond any allowance, we ma
recognize additlonal b’ld ckbt e\pc,use in ﬁxtur@ erIOdQ equal to the amount of unpaid rent and unr
ahzed deferrcd xent N

Dlscontmued Operat:ons
We follow the provisions of Qtf*:teinenc of Fmancud Ac;oun ting Standards No. 144 “Auommng for hi
Impalrment or Disposal of . Long-Lived Assets” in-determining wheti‘nr a property qualifies as.an ass

sale” when all of the following criteria for'a plan of sale have been met: (1) management, havmg

- +authority to. approve the action, commits o 4 plan to- sell the property; (2) the propercy is available |
1mmedmte sale in its presant cond;mm ubject only to the terms that are usual and customary; (3)
“active program to locate a buyer g3 r’actxons reqmred to complete the plan to sell, have been i

(s opetatmm are dasmﬁed as ducontmued o
me. W‘h n' a ’property is dcsmnatcd as held fcr sal
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Comparison of the Year Ended December 32 2004 fo the Year Ended December 31, 2003

Same Properties was 97.1% as of December 31 2004, compared to 96.6% as of December 31, 2003,

"{tSULTS OF OPERATIGNS

Rental revenues increased by $17.5 million, or 14%, to $143.9 mallion fbr 2004 compared to $126.4
million for 2003. The increase rc:sultcd pmmal 11y from the 2003 Properties being owned for a tuﬂ year
and the addition of the 2004 Properties. Rental revenues from properties operating for a full year dur-
ing 2004 and 2003 (the “2004 Same Properties”) increased by $2.2 million, or 2.2%, pnmmi} due to ‘
increases in rental rates and a bh“ht increase in occupancy. The average occupaucy level of the 2004

Tenant recoveries increased by $3.8 million, or 12%, to $35.9 million for 2004 c_omparcd to $32.1
million for 2003. The increase resulted primarily from the 2003 Pmpermes being owned for a tull year:
and the additon of the 2004 Properties. Tenam recoveries for the 2004 Samie Properties increased by
$575,000, or 2.39%, primarily due to incréases in certain recoverable operating expenses during 2004.

Other income increased by $1.5 million, or 71%. to $3.5 million for 2004 comp: ired to $2.1 rmlhon
for 2003, pnmqrﬂy due to an increase in fet rﬁah'zvd &,Jﬂ)‘? on mvestments and from a ‘general mcirease '~
in miscellaneous income. : _ : ‘
Renml operatmg e*«:penses mureasad by $5. 0 mﬂhon or 17‘ 4, to $38 4 mdhon fnr ’7004 com

in t;\pemey rcsu}ted in carm«:pondmg cham,m in tenant recovc,rxec
General and administrative expenses increased by $894,000, or 6%, to $15.1 million for 7()04 com-
pared to $14.2 milliori for 2003, mainly due to compliance with Section 404 of the Sazbancs—("}\lev Act,
Operation Qutreach and s_,x,nez*a{ increases in administrative costs. Our Operatzon Outreach program
provides financial assistance to families' of acmwmd and dc.pio*v’cci soldiers that fac on‘;zdemble Ch”tkv
lenges and have significant financial necds. ’
Interest expense increased by $2.3 million, or 95 o, tO “K”R mﬂhon for 2004 compared to $26. 4 mil-.
Lion for 2003. The increase resulted primarily from increases in indebtedness on our unsecurcd line of
credit, unsecured term loan and secured notes pcwable and to increases in the floating interest rate. £ v
our unsecured line of credit and unsecured term loan. These borrowings were utilized to finance the -
acguisition of the 2003 and 2004 Pmpcrme‘a and the development and redevelopment of properties. The :
weighted average effective: mterest, rate on the% borrowings (not mc.ludmg the P‘fftcl of mtere‘
sSWap agrecments) mue:aaéd trom 2.64% as of December 31, 2003 to 3. "
We have entered into certain swap agreenients to hedge a portion of our exposure to Varnble
rates with our unsecured lme of credit and umecuruf term loan (see ! quuxd;ty and qultal R
— Unsecured Line of (,redlt and UnSLk,U.l@d Term Loan’). ' : :
Depreuamon and wnxormrauon increased ’ny 33 9 rmlllcm or 10%, to $42

m:lhon for ”()04 comp;;,ed -

Qs
Aoy

'ncreased bv $1.7 mﬂhon or 2.1 due to’ m




2002, primarily due to an increase in net wahza,d gains on' mvestments and from a general increase in -

lion for 2002. The increase resulted px:mu}l”v from an mcrease

" acquisition of the 2002 and 2003 Properties and the dwelopm nt and udewinpmuu of properties. The

Same Prups,rtwq was 96 7% as of i)euémbﬁ‘l‘ 3)1 2003; compared to 97.2% as of December 31, 2002, :
Tenant récoveries mureaacd by ‘%m 1 m;lﬂzon, or 11%%, to $32.1 million for 2003 compared to $29.0 |
million for 2002. The increase resulted primarily from the 2002 Properties being owned for a full year :
and the addition of the 2003 Properties. Tenant recoveries for the 2003 Same Praperties increased by
$659,000, or 2.9%, primarily due to increases in certain recoverable operating expenses.
Other income increased by §511, 000, or 33%, to $2.1 million for 2003 compared to $1.6 million for

miscellancous income. . , , ‘ -
Rental operating e\pemm increased bv $3.7 million, or 3 3%, to $32.8 million for 2003 compared to
$29.1 milliou for 2002. The increase resulted primarily fromy the 2002 P]OPLHJC'S being owned fora full
year and the addition of the 2003 Properties. Qpcmt ing expenses for the 2003 Same Properties increased
by $871,000, or 4.1%, primarily due to an iicrease in property insurance and property’ taxes.
Substantially all of these changes in expenses resulted in gorrespondmg changes in tenant recoveries, .
General and administrative expenses increased by $775, 000, or 6%, to $14.2 million for 2003 com-~
pared to $13.4 million for 2002 mmnlv du@ to vcneul 111(:1&35&:% in admmutmuu costs, pmmamiy* pay-
roll and 1eiated expenses, ‘ s : '
Interest expense increased by $1. 4 nuﬁmn or (3% to %’?6 4 mﬁhoa foz 200'% compared to. $’5,

".mi
ndcbt:edne% on our BNSECHr ed. hnf* o
rowings weére utilized to ﬁnance the

credit; mlsecured term Toan and secured notes payable. Thes

increase in interest expense was: paztmﬂy offset by a decrease in the ﬂoatmg interest rate on our unsecured &
line of credit and unsecured terrn loan. The wetghted awmge efﬁecav* interest rate on these hormwmgs
(not including the effect of interest rate swap agreements) decreased froru 3.07% as of Deceraber 31,2002
to 2.64% as of December 31,2003, We have entered into certain swap agreements to hedge a portion of
our exposure to variable interest rates with our uvsecured line of credic and unsecured ter m loan (qce
“Liquidity and Capital Resources ~ ‘Unsecured Line of Credit and Unsecured Term Loan™). ‘

Depreciation and ameortization increaséd by $3.7 million, or 17%, to $38.6 million for 2003 Lomp‘ued :
to $32.9 million for 2002. The increase resulted primarily from depreciation associated with the 7002
Properties being owned for a full year and the addition of the 2003 Properties.

Income from discontinued operamom of $11.1 million for 2003 r&.ﬂu ts the results of oper(}nom of
three properties that were designated as “held for sale” as of December 31,2002, In connection ‘with'the
sale of these properties, we recorded a net gain of approximately $8.3 mﬂhon during 2003, Ineomc from*
discontinued operations of $1.8 mdimn for 2002 reflects the results of operations of four properties ¢
had been dqunated as “held for,sale”. In connection with these prospective sales, we recorded a no i
cash impairment charge of $1, 150 000 related to a property in the San Francisco Bay market that goul
not be redcveloped pursuant to its original strategic objt"cti\res Thx% charge has been included in mcom
from discontinued operations for 2002. o




LIQUIDITY AND CAP?TAL RESOURCES
Cash Flows

Net cash prpvided by opu atmg activities tor 2004 de cre %ed b‘\; 37 1 mﬂhon to ‘:3()7 8 imullion compared
to $74.8 million for 2003 An irerease in C.%Sh ﬂow‘; from our. portfolio of operating properties was off-
set by a decrease in net c,ash provided by opetating activities primarily from changes in operating assets
(tenant security deposits and other restricted cash, déferred rent and other assets).

Net cash used in investing activities for 2004 increased by $310.9 million to $430.7 million compared :
to $139.8 million for 2003. This increase was primarily due to an increase i property acquisitions, Wi
increases in additions to rental properties *mci pmpcrtzes undu development, and a decrease in proceeds

" from sales of rental properties,

Net cash prowded by financing activities for 2004 mucased by $315.0 million to $381.1 million com-
pared to $66.2 million for 2003.This increase was pmman]y due to the net proceeds from vur Series C
preferrcd stock offering, increases in borrowings from our unsecured line of credit and unsecured term
loan, and an increase in proaeds from secured notes payable. This was parmn offset by the r.edcmpnon
of our Serxes A cumuhtxve redccnmble preferred smak

Off~Bafance Sheet Arrangements
As of December 31, 2004 we had no off-—balame shu::t arranrremems

Gontractua! Ob!zgatzons and Gomm:tmem‘s : _
(‘onjractua% obligadions as. ot Deccmbctr 31 2(){34 ‘c,ox

sist of the following (in thousands):

. Payments by Pericd -
2006-2007 - 2008-2009

Thereatier

| L L RN

{

gv ‘%ecumd notes pAyAbIt: o i . $ 635, 432 $23,227 $223,598 $157,724 $230,883
§ Umu,mcd line of ¢redit and, ume&,med term. loan ' 548,000 - 208,000 250,000 -
[ Ground lease obhgarmm ' | 65,346 , 1,805 3,683 3,801 56,057
| Other obligations o j ‘ 4814| 425 1277 1,208 1,904
, Total s - e .. $1,253,592]  $25457  $526,558  $412,733  $288,844

C (1) Exc!udes unamortized premiums of $3.5 million as 51‘ Oecember 31, 2004.

Secured notes nwablc‘ as of Decmnbc‘r 31, 2('3{'}4 mduded ”6 notc,s securéd by 54 properties and seven
land development parcels. - : - : :

JIn December 2004, we amtndcd our uasecured lme of credit and our unsecured term loan
(see “Unsecured Line of Credxt and Unsecured Term Loan” below). The unsccured line of credit e'-cplre%
\ December 2007 and may be extended at our sole option for an additional one-year period. The unse-
% cured term loan expires December 2009, :

I Ground lease obhg,atlons as of T)Lcember 31, 2(304 mdudcd leases for seven of cur properties and one.
! land deve]opment parw} These lease obhgauons have remunmg lease tarms of 28 to 51 years, excluewc
of @xtensxon opuons

the constructlon of prdp
As of Decunber 31




Tenant Secur/ty Deposn‘s 3nd O*her Resz‘mcted Cash :
Tenant security deposits and other IL%t“lth.‘d cash comnsist of the following {in thousands):

} Oecember 31,

Funds hdd in tr ust undm the terms. of certdin secured notes payable $11.241
" Security depaosit funds based on the terms of certain lease dgreements : 2,045
Other funds held in escrow . - T s ; : 4,383

Total e , : R ‘ $ 17,669 $11,057

t

Secured Debt , ,
. Secured debt as of Dc,c,ember 33 . 2004 coumti of the tol} owing (dollam in thousands):

December 31,

Secured dcbt interest rates varying from 3 09% to 8.71%,
(wmgh ted average effectve interest rare of 6.12% and 7.06%
~at-December 31, 2004 and 2003 xeﬁ,pccmfdy) maturity,

- dates rangjmg from gaptxmbm ’70(}5 ey Aui’uqt ?Q')] ’ ' 5635432 |
, rgUnamortlzed premiums - ’ ] v 251 4 :
L,'M.Total secured,dcbt e : o o $638,946

Our sec urcd notes payabie (Tenem}lv mqmr’* monthlv ayments of prmmpal and interest. The total boo
value of properties securing debt was $§7 76,342,000 and $369,731,000 at December 31, 2004 and 2003,
respectively. At December 31, 2004, our secured noies pavable were comprised of $437.2 nnlhon and
$201.7 million of fixed and variable rate debt, respectively, compared to “579” 5 million and $2 .'5 mil.
lion of fixed and variable rate dc,bt: rt,'specnvel*y at Decf:mber 31, 2003. o=

The mllowmg 18, a,mmm;w of the ‘:uhedulcd prmupal payments for our secured debt and the wugﬁht
31, 2004 (in thousands): S

o ed avemgo 1nterest ates as OF D 2

. i
Weighted

Average

2005 $ 23,227
2006 B SN IR LI 2086, 889

5007 e 16708} 5

’)0(){) - ; o o L O . o g !
- Thereafeer L e , V 230,883
 Subtotal . . e ' SR 635,432

Unamornzedprenu s " ) ~ 3514

| . : $ 638,946 |

“Total secured debt

41 :Th{g: wei ghted
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In December 2004, we amended oqr umecuxed term L@am to increase the loan fron $150 million to
$250 million. The unsecured term loan bears interest at a floating rate, based on our election of e1thu a
LIBOR -based rate or the higher of the bank’s reference rate and the Federal Funds rate, plus 0.5%. For
cach LIBOR-based advance, we must {,Ieat to fix for a period of one, two, three or six monthc The o

“unsecured term loan expires in December 2009, As of De;,cmber 31,2004, we had borrowings of $250.0 |
million outstanding on the unsecured term Joan with a’ weighted average interest rate of 3.72%. '

Our unsecured line of credit and unsecured rerm loan contaip financial covenants, including, among
other things, mamtmnncc of minimum net worth, 3 leve rage ratio and a fixed charge coverage ratio. In
addition, the terms of the unsecured line of ¢ redit and UIlStf‘LUlCd term 10311 restrict. among orher thmgs,
certain, 1nvestmcnts, mdcbtednes:u d}ﬂtnbuuons and mu's,f,m ) ,

Aggregate bormwmgs under the uzxsmumd line of credit and unsecun,d term loan may be Imntcd to )
an amount based on the net operating income derived from a pool of unencumbered properties.
Auoxdtne;ly as we acquire or complete the. «:icvclopmnnr or r\ydcveiopmem of additional unencumbered '
properties, aggregate borrowings available undu the umc‘uxred ling - of credit and unsecured termt loan
will increase up to'a maximum combmcd amount o{ $750 million: Under these provisions as.of
,December 31, 2004, aggregate borrowings undw our unsecured li of credit-and unsecured term oan
were limited” to $666 million. Under the amended and ru;tafed Unsec red lme of credit and unsecired
term Ioan,,we have an optu)n to HXCLQJSb our nmﬁnma vail comx fithient by an qddmunal $100
mx]lzon. (i L e Ve B S

We unhze Anterest rate wmp agrcemumx o hed‘s}e aportxon o our exposure to variable’ mtcres{:
associated with our unscuuu:i lipe of credit and uns

Led term loan These agreements mvolve an
exchange of fixed and floating interest payments wzthout the cx&hangc‘ of the underlying prmup.xl "
amount (the “notional amount”). Interest received under all of Qur swap agreeimnents is based on the one~
nionth LIBOR rate. The net dxrrucmc behvcc i the mtewst paid smd the mr:r.resc recetved is rcﬂcnted
as an adjustment to interest expense. ‘

The iollow ing table summarizes our mwnst rate swap afrrct-m,pnts as of December 31, 2004 (doHars
in thousandq L : ' :
Effective at interest

Transaction Effective Notional December 31, Pay Termination Falr
Dates Dateé Amounts ' 2004 Rates . Dates Values

- $25,000

July 2002 Sanwaty 1, 2003 3.855% June 30. 2005 -

JMy2002  january 152008 25000 ~ 3.865% June 30, 2005
November, zoozf . lne1[2008 250000 '3.115%  December 31, 2005
.,Nwembe;;opz;j S June1,2008 . 25000 23000 ¢ <8 155@ © December 31, 2005

200 January2,2003 25,000 . 25000  3285%  lune 30, 2006
December 2002 anuary2,2003 . 25000 25000  3.285% June 30, 2006
December 2003 . Deceriber 31, 2004 50000 60,000 3.000%  December 30, 2005
December 2003 December 30,2005 50,000 . . 4150%  December 29, 2006

DecemBer 2003~ Decembei’29,2006 50000  ° 5090% © October 31, 2008
' 004 | December 31,2004 | 25000 000 2.856%  December 31, 2006
“December 31, 2004 25,000 © 25,000 2;956% - December 31, 2006

000  1:860% - April 29, 2005, ‘
o 3 1W L Aprit 28, 2006

B 4.23Qj%,, - Aprit 30, 2007
3439 ~June 30, 2007
VV.’JTSQO% " January 2, 2008
3.927% July 1, 2008

Apri 30,2004 50,000 50
“April 29 L2005 50,000

Aprit 28 2@(;5' ©. 50,000

Decemnbar 31,’2004 50,000
JaﬂuaryS 2006 . . 50‘ 000 .

P12




; Other Resources and

term loan, and thc 1s>umcc ot addmonal debt :mdz or &qun:v sﬁ,uutles

“ronmental assessments of our plopermm ‘have not revealed any environmencal habllmu that we beixe

-NoT are we

We do not bdn:‘v: we are éxposv:d to morc rhan a nommal amount of credxt rigk in our interest rate;{;
swap agreements as our counterparties are’ esmbhxhud well- capwahzed financial institutions. In addition;:
we have entered into master dexivative agreements with each coumcrpaxty These master denvqmve*' A
agreements {(all of which are on the fsmmi:wd International -Swaps & Derivatives Association, Inc. rorm)"
define certain rerms between us and each counterparty to addrcss and minimize certain risks’ assouviated
with our swap agreements, including a default by a counter party. |, '

As of December 31, 2 2004 and 2003, out interest rate sw ap. agreerHLnts have been classified at their fai
values of appro*ﬂmacel} $2:1 million: and $6.3 million, respectively, in acconnts “payable, aururd ‘expens
es and tenant security deposits in our conmhdatcd balance sheets. The of’rsumng adjustments of $2.1 mil-
lion and $6.3 million, respectively, were rcﬂectcd as dcff:rred losses i 1n auuznuhit:ed other compwhem:ve;;
income (loss) in the stockholders’ equity. section of our gcmohd&ted balance sheers. Balances in accumu.
lated other comprehensive income {loss} are rce,qgmxed in earnings as swap payments are made. - '

fqu.'d/z‘y Requ:remenfs

Ioan Ihe maxnnum pcrm.ltttd boxmwmga undc:r thc unseuu’éd hnc of m,dxt and umwuredtum Io’
increased to $500 million and $250 mﬁhmi re@;pectwdv nﬂy m the future elect to incredse commit
ments under the unsecured line of ¢redit and unsecured term loan by up to an additional $100 million:

We expect to continue nieeting our shonwterm liquidity and capital requirements gene rally througl
our working capital and net cash pmwduﬁ by operating activities. We believe that the net cash provid;
ed by operating activities will’ gormu“e to be sufficient to enable us to make distributions riecessary t
continue qualifving as a REIT We alser ‘believe that net cash pmwdf:d by eperating activities will be suf;
ficient to fund recurring m:»n~mvu1u€* enhancum ,apn:al cxpem’utures tenant nnplowmentx and lcasmf
LOITTIIIIS‘»}OH%

We expect to meet. certain 10nor~tcrm hqmdin rcquuemenw such as for pmpcrty acqulsmens, pr ‘pp
erty dev elopment and rcdevclopmc,ut activities, scheduled debt maturities, expansions and other i
recurring capxtal improvements. through net cash provided by operating activities, long-term secured
and unsecured indebtedness. including bor rowings under the uusecured lme of cred1t and unsc.cm

Exposure to Enwronmentaf Lzabz!ft 5
In connection W;th the acqmsltuan of dl of our propm‘m.s. we h:m obtained Phasc I environm ﬁﬁi‘
assessIents to ascermm the existence of aﬁv envtronmentai habﬂmcs or other ‘issuies. The P

would have. a rxmtuaal adverse effect on our financial condition or results of opcnmons taken as e whv:a
awarc of. an y matcrxal uwumnmgncal habzlxtms that,havc mcurn.d since ther




CAPITAL EXPENDITURES, TEMANT IMPROVEMENTS AND LEASING COSTS ,

The foliowmg tamle shows totﬂ and weighted average per square foot property-related capital expendi- R

tures, tenant unpmxmmnntq zmd leasing costs (aﬁ ot 'which are added to the basis of the properties) relat- '
- ed to our life science properties. (excluding capital. cxpendaturu and tenant im provenients that are recov-
erable from tenants, révenue-enhancing or related to. properties that have undergone redevelopment) for
the years ended December 31, 2004, 3003, 2,053‘ ZUO} ar;d 2000, ateributable to leases that commenced
at our pmpcxtms after our acquxzﬁuon R B ' .

TotaliWelghted ;

| . CAPITAL EXPENDITURES:
Major capital

expenditures " : $ 5,974,000] . $2,628000° §1.632,000¢ $ 953,000 $ 616000 $ 139.000
Recurring capital - \ [ ‘ : S Y R N
expenditures $ 4,821,0000 §1.243000 © $ 853,000 $1.472000° $ 614,000 $ 639,000
Weighted average squan, ‘ S ' o - SE
feet in portfolio - 26,912,194 6123807 . 5.708,635 5,499,660 5,131,176 4,448,916

| Per weighted average
square foot in portfolio

Major capital

expendlturcs‘” « $ 022, & . 043" § 0297 $ 017 % 012 % 0
| Recutring capital ’ B o R LA
expenditures . 3 018 % 020 0% 0.15 % 0.27% % 032 % w014

TENANT IMPROVEMENTS
AND LEASING COSTS: » o
Retenanted space o . ‘ ’ , o s
Tenant i improvements’ D . .

713,000 $ 2,880,000 ~ § 498000 $ 466,000 $ 796,000 B '

-2

and leasing costs $ 5,363,000

Retenanted square feet 973391 142,814 | 248,488 - 218,642 151,161 ¢ 112,286

Per square foot leased ' B SR ’ ' g

of retenanted space $ 5511 3 - 493 - § 1163 % 156 3 3.08 % 7.:09
Renewal space : ' ' '

Tenant improvements , . s , : SR

and leasing costs  © $ 2,143.000) $ 937000 $ 105000 $ 526000 § 451000 $ 124,000

;Rencwa} square feet . 1,751,822 . 558874 271,236 255,978 432,717 233,017

Per square foot ](.asgd : : ' c L -

of renewal epau: 8 1221 & 1.68 % 039 % 2057 % 1.04

(0 Ma;or capztat expendstures consist of rocf remacement“& ;qm HVAC systems thdt are typmdtsy jdentified and considered at the time 2 propeny is
acqmred Ma;or capttaﬁ expend tures for 2003 also include ma‘ -time o osts related to Th? imp fementation of our national brandmb and oxgnage pmgram

i3} Ma;or ap«ta! expemmures fpr ?OO’% mc;ude $1.,072, OGE‘ €$O 19 per squa:e foet in portfeho) in one—trme CO‘JS related to the mpls’mentatm ',:rf our:
' : anci signage programi. . 5

; : kpencmures for- 2002 mciude $')5 000 «:SSOAC: per sc‘quare mot in portfoiio),resazed to a fully leased property in San;‘
3 tha underwent substantial renovation in ‘002. i ' . Co S

"
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al tenant or retgnaratf*ci spage’} the 1moivcm®nt Gf e\termxl leasin g'ents and overall competitive mar-
ket Condltlonq ' : : . ‘ ‘

INFLATION , e
As of December 31, 0()4 and 7(3{}9 ﬂpplomilmmlv 83% and 88‘}& respectively, of our leases (on a squ:lre ;
footage basis) were triple net leases, requiring tenants to pay substantially all real estate taxes and insur
ance, common area and other operating expenses, including i increases thercto. The decrease’in trlple ne
leases from 2003 to 2004 is primarily due to gross leases added to the portfolio from propertles acquir ot
in 2004. Gross icases are vcncrally converted to mp]c net leases upon renewal or rollover In addmon

Real Estate In‘vestmem Tzusts‘ ( N& EIT”} es mbhshgd the meéasurement tool of Funds )
Operations ( ‘FFO® ) ‘Smw its. mtmductmn FFO has become a Vsrldci'y used non~ (;AAP tmanual me

wh:ich modlﬁee the ca}c uhuon of FF() for botb past and future perlods In accoxdance wnh NA
revised guidance, we now include ,}(;nsses from early extinguishment of debt and real estate mlpzur,"
charges in our calculation of FFO. As such, the reported amounts of FEO for the vear ended Dece
31, 00’7 havr: been modified froni those previously rgportf,d The White Paper defines: ‘FFO
mcome (loss} (computed in m,cozdance w:th (::AAP} uxdudmg gains {or Gsses) from sale;s

66

' needs mdudmg our abﬁltv to xnakc dntmbuumn (‘Se‘u

mh Flows" for mformanon rega

“ measures of cash flow.) We: bchcve tha.t net income. is the most directly compa rable G.
measure to FFO S : ‘ v




The following table presents a recengiliation of net income to funds from operations for the years ended
December 31, (in thousands): -~ ' :

‘Year Ended December 31,

Net income S o o SRR A $ 60,195 $ 59,643

Add: , , ' " , ,
Depreciation and amortization” o : ' R 42,523 38,901

1 ess: ‘ T : e :
Dividends on preturcd stock v T ST T {12,595) (8,898)
Preferred stock redemption Lhar(re @ ST e (1,876) T e
Gain/loss on sales of proptrm R T T B A (1,627) (8.286) i

Funds from operations : ST Ly - $ 86,620 $ 81,360

(1} includes depremahon and dmomzauun rela tﬁd to assets ‘he!d for sale

oo Eéd 'é'sud'rysmhtmued'oper,afééns' tfor the paniods prior o wheh stch éégéfs o
were designated as “held for sale”). .

(23:During. the second quarter of 2004, we e =-cted <o) mdeem the 9 JD% ‘%mes A wmuiatwe redeemab!a preierred stock. Accordingly, i comp i
with Emerging lssues Task Force Topic D-42, we recorded a- charcw ¢ 75, OOO k o er comm share (dnutad) in the second quarter of
for costs related to the redempt;cn of the Senes A greferrad stock . . ;

nce

2003 Gain/lc«ss on s,ales of property‘ 3

¥ ,udod m the mmme statemen

L

PROPERTY AND LEASE !NFORMATSON o S
The following mblc is a swnmary of our opcmtmg pzopert} port{oizo as of December 31, 2004 (dolars -
in thounndg) '

Number of i
Cperating Rentable Annualized Occupancy B
Properties - Sguare Feet Base Rent Percentage I

Ca]ifo:min_—!"P:t.”sadéna o e ,’;:7“" Lo 31,343 $ 524

California - San Diego N T T et 1.60?,571 28.171 96.3
California -~ San Francisco Bay R D - 642,578 13,940. 100.0%
Eastern Massachusetts i - , .13 710,794 21,251 89.2%
New jer%ev/Sxﬂ")urban Philadt;]phia ' // . IR ' - 7 458,623 7,820 - 1000% o
Southeast L R A R : B C 340,994 5439 “i8'1' 8%
Subiirban Washington DC. ... .28 = 2203252 40,073 | 9m2%
Wash’lngtom < Seattle R T g 9 740,503 B 24806 99, 9%

Total? : o g5 5,135,658 $148,024  095.2%

1) AH or substanﬁaﬂy all, nf the vacarit space is ofﬁce or wa'phdme spaw




The folioanfr tab[c ~“um;mauz,u cer t.nn nﬁ(nm’tuon vvxth 1csp¢,ct Lo the lease © }x,almmom of our prop-
61’5!&3‘5 as of De«;unbet "%1, 2()04 S :

' 7 : : S Squ Parcentage of ¢ v Annualized §
Year of - ERPS Numi)er g et Footagy © . Aggregate . Base Rent of §
lease. I e Expirmg ; L - Portfolio Leased , Expiring Leases g
ExXpiration .. 5. oo : e L Lea Sle L Suare Feet {per square foot) §

2005

7.3%

- 471,854

2006 : . 4a S 880,159 , - 15.6%
2007 ' T S © 550,500 ‘ 10.2%
2008 o 17 ‘499,580 . 6.3%
2009 | 20 o Bisesa BO% .9
Thereafter g . 3,527,566 : . 546% o $27.04

i {1} inctudes 22 month-to-month leases for a;wmximate}g EB.OOOlsquafe feat,

The followmg table is a summary o{ our’ 1ea«e aat}vm for thc year cnded Dgccmbm 31
fcd ona Cash Ba‘m and on a (u‘\AE’ 33 SR

TY'site

: Rental Commissions Ayerane
Number - Square Expiring 2 Rate Per
) ’ of Leases - Footage i Rates Rat ‘ Changes . Square Foot
LEASING ACTIVITY
| ' Lease Expirations } , ‘
- Cash Basis o gl 1160728 = §24.24 - .
GAAP Basis 8y 1,160,728 $ 2523 : B
Rencwed/Releasable ﬂp,m Leased -~ .
Cash Basis . 40 701,688  $ 23.84 $ 2469 3.6%
GAAP Basis ‘ 40 TOLEBE  $ 2526  $ 27.48 8.7%
Monch-to-Month Leases In Effec R - ‘
Cash Basis o 22 . 89115 $1956  $ 19.58 0.1%
GAAP Basis a2z 39115 . $19.80 - $1958  0.4%
Redevelaped”’fﬁ)ev&laped - ) ‘ '
Vacant Space L easnd SREE
C,ad ‘Basis® - ' . 38 Cosa4231 - $ 2434 PR
GAAP Basxs S Ttas L a4azm .. §z891 -

A

LEA$ING ACTWITY SUMMARY
'}:.\cdudmg M(,)!lth ru~Monch Leases -

C 1348919 - - $.2455 -

1145919 . $ o802
Cnissos . $2435 -
1185034 . - %2774
; .
N




rates, commedity prices and equity prices. The primary market risk to which we believe we are exposed

© our control.

the effects of interest rate risks on our opemmonﬂ we may utilize a variety of financial mstmments

“lion and $15.3 million at December 31, 2004 and 2003, respectively. A 1% decrease in interest rates on

" actions that would be taken and theu possxblc effects, the sensitivity anaiyels assumes no chan ges in our.

or losses reported as a component of cmnprchemw&, inconie or loss. Investments in privately held enti--
ties are generally accounted for, under the cost method because we. de not influence any of the operat-’
~ing or financial pohau of the entities in which we invest. For all investments, we recognize “other than

.

QUANT!TAT!VE AND QUALITAT!VE DfSCLOSURES ABOUT MARKET RISK
Market risk is the exposure to loss resulting from changés in interest rates, foreign currency exchanqe

is interest rate risk, which may result from miany factors, lmludmg governmental monetary and tax poli-
cies, domestic and international economic and pohn;ai considerations and other factors that are beyond

In ordexr to modify and manage the interest rate characteristics of our outstanding debt and to ]mut

lllLludul&? interest rate swaps, caps, floors.and’ other interest rate exchange contracts. The use of these
types of instruments to hedge a portion of our exposure to changes in interest rates carrles add tzonal .
risks, such as counter-party credit risk and the legal enforceability of hedgmg contracts. :
Our future earnings, cash flows and fair values relating, to tinancial instrurments are prxmarﬂy dependm

ent upon prevalent market rates of interest, fsuch as LLBOR However, our interest rate swap agr@ements
are intended to reduce the effects of interest rate changas. Based on inter est rates at, and our swap agree-
ments in effect on, December 31, 2004 qnd 2003, we estimate that a 1% increase in mterest rates onyaur
unsecured line of credit and uneecu‘red term loa ‘,'after Lomzdermg the eﬁect of our interes
awreemems, would decrease- armual fut:uwe e:unmv s and cash ﬂawe by ppm*{xmatelv $2.0 milli
$1.4 million, réapcumvelv We furcher estirhate that a 1% decrease i in'interest rates On our Unsec
of credit and unsecured term loan, after 'cm ﬂdermg the ef’teu: of ou_r;mierest rate swap agre
effect on December 31,2004 and 2003, W’)uldzmcreaqe ammal future earnings.and cash flows b ppmx‘—
imately $2.0 million and $1.4 million, réspegtwelyf\ 1% increase in interest rates on our secured debt -

and interest rate swap agreements would decrease their aggregate fair value by appxoxunateiy $27 2 mll~

our secured debt and interest rate swap agreements would increase their aggregate fair value by approx
imately $28.4 million and $16.4 nulhon at. December 31, 2004 and 2003, respectively. i
These amounts are dcterrnmed by omldemng the impact of the hypothetical interest rates on our
borrowing cost and our interest rate swap agre f:ments in effect on December 31, 2004 and 2003
analyses do not a.oncuder the effects of the reduced level of overall econothic activity that could exist
such an environment: 1~urther, m the event of a ch’lngz,&‘ of such nﬂgmtude. we would conside takmg =
actions to further mitigate our exposure to- the change. However, due to the uncertainty of the specxﬁc

,ThCSL

capital structure. - - e : o : IS
We have exposure to eqmry price market nsk bc.,u\uaf: of our eqmty investments in ufrl:am pubhc.ly»
traded companies and privately held entities. We classify. investments in, pubhdywtraded compa ies ds
available-for-sale and, consequently, record them on our balance sheet at ﬁur value with unrealized gains -

temporary dedmes in value agqmst earnmgc. i the same p;’nod t!u dechne in valuc was deemed to have

1espeutwely




The management of Alexandria Real Estat@ }:qumesa Inc. and submdnmu {(the “Company”)-is respor

" tures are bemg made only in accordmce with the a.uthonmmom of the Company’s management;

'acqmsmon use, or disposition of assets that could have a material effect on the financia

MANAGEMENT’ ANNUAL REP‘ORT ON!NTERNAL
CONTROL OVER FiNANCIAL REPORTING '

Alexandr a Rea Esta‘te Equmes lnc and Subsqdzanes

W i

\
el

sible for establishing and m;.ur}t;un;lnfY adequate internal control over financial reportng. Internal Lontrol
over financial reporting is a process designed to provide reasonable assurance regarding the reliability of
financial reporting and the preparation of financial statements for external reporting purposes in accor=
dance with U.S. generally accepted accounting principles. The Company’s internal control over finaxi
c1a] repormng mdudes those polzues 'md proceduree that (1) pertam 'to thg nmmtenancc of records tha

du‘ectors' and (3) provide reasonable. assurance reoaldmg prevention or timely detection of zfauthonze

Management has assessed the cﬂ’ecfwenms of the Company’s internal control over financial’ reportmg a3
of December 31, 2004. In making its assessmenc, management has utilized the criteria set forth by r}m

Committee of Spomormo Organizations’ (COSO) of the Treadway Cormuission in “Intcrnal Control = |
'Integrated Framework™". Management concluded that based on its assessment, the Compan ]

s intermak)

control over financial reporting was effective as of December 31, 2004. Management's assessment ofthe
effectiveness of the Company’s internal control over financial reporting as of December 31, 2004 has
been audited by Ernst & Young LLE an independent registered public accounting firm; as statc,d in the‘;fi:f,
1eport on the next page. :




‘March 4, 2005 -

REPORT OF INDEPENDENT REGISTERED
PUBLIC ACCOUNT!NG FIRM B S R . . - ;

Alexandria Real Estate Equities, Inc. and Stubsidiaries : o N

To the Board of Directors and Stockho{;je}s ofAlexandrraRea/ Estate Equities, Inc.

5

We have audated managementb assmsment mdude in che accompfmynw Management’s Pu.pmt on
Internal Control Over Financial R.éporting, that Alexandria Real Estate Equities, [nc. and subsidiaries

(the “Company”) maintained effective internal’ comml over financial reporting as of December 31,
9{)()4 based on crlterla est’lbhshed 1n Imxnml f ontmlwlmegmted i*mmcu.ork 1ssuLd by thx,fi_"

Qver51ghc Board (Um::cd Smtes) f hosc smndaxds reqmre that we' pl;m 'md putonn the ’Iudlt co obtam
reasonable assurance about whether effective mxemal control over financial reporting was maintained in"
all material respects. Qur audit included obtammg, an understanding of internal control over ﬁnancml o
reporting, evaluating management’s assessment, testing and evaluating the design and operating. effec—
tiveness of internal control, and performing such other procedures as we considered necessary in the ur—, :
cumstances. We believe that our audit provides a rea»ona.ble basis for our opinion. N

A company’s internal control over financial reporcmg is a proceqq designed to provide reasonab]ej
assurance xegardmo; the reliability of hnanmal reporting and the preparation of financial statements for:
external purposes in accordance 'with generally. accepted accounting principles. A company’s internal
tontrol over financial reporting includes those policies’ and procedures that (1) pertain to the mainte-
nance of records that, in reasonable detail, accurately and fairly reflect the transactions and dlspo‘;mom
of the assets of the company; (2) provide re:asonable assurance that transactions are recorded as necessary
to permit preparation of financial statements in au‘ord'mce with' g generally accepred a(,countmg yrinci
ples, and that receipts and expenditures.of the company are ‘being made only in accordance with duthor
izations of management and directors of ‘the company; and 3) provxde reasonable assurance regardm
prevention or timely detection of. ‘unauthorized acqmsxtmn, use, or (ilSpO‘?ltJOn of the compan
that could have a matérial effect on the financial statemerits.

Because of its inherent limitations, internal control over hnam‘xal reportmo may not prcvent
misstatements. Also, projections of any evaluation of @fﬂctweness to future periods are subject fo :
that controls may become inadequate because of changes in condltlons or that the degree of comph ;-
ance with the policies or pxocedur@a may. detertorate , :

Inour opinion, management’s a%scs&menb that the Cumpany mamtmncd effcotive 1nccrnal cont
ﬁnanua}. 1ep<:n:tm§j as of December 31, 2(}}4; is ﬁazrly staved, in all material respects, based on the
criteria; Also, in our opinion, the C ompany maintained, in all’ materlal respects, cﬁectwe inter:
trol over financial reporting as. of December 31, 2004, based on the COSO criteria. :

‘W have also audited, in accordance with the. standards of the Public Company Acccunnng
oard (Umtxd States) the aLcompanymg confsohdated bahnce sheets of the Company as of '
‘ ,,é, smckholde

Los Angeles, California S G : ;

P 20




«A{exandna Real Estate Equlties ilf\c;; an‘d Sub,sidiaries

‘ments of income. qcockholders equzty, and deh ﬂows for e‘mh Qf thc three vears in the pr:r‘od'

 Los Angeles, California
March 4, 2005

REPORT OF RNDEPENQENT REG!STERED_‘
PUBL!C ACCOUNTING FiRM

December 31, 2004. These financial statemients are the respomibxhtv of the Company’s manageme
Our responsxbd]t\, 15 to cxpre% an opmlon on thcsc ﬁnanmai statements bascd on our ﬁudz

years in the pet md ended L)cccmbu‘ Ji 004, in corltorrmty wn:h U.S. g,encr.xﬂy ac Cepttd accmmtm

prmaplcs




CONSOLIDATED BALANCE SHEETS

Alexandria Real Estate Eqmtles, lnc: and Subs&dsames '

As of December 31,
i {Dallars thousands, except per share amounts)

ASS ETS ,
chtal propertxes, net.

% 1,427,853

{7.807% .

Propernes under development 252,249
Cash and cash equlva}ents A 3,158
Tenant securxty dcpcsms and her restr" 17,669
Tenant recewabies.,, . 2,542
Deferz; 'd rent 43,166
, _[nvestments . 67,419
Orther assets 58,228 |
Total assets $ 1,872,284
LIABILITIES AND STOCKHOLDERS' EQUITY
Secured notes payable : oo i $ 638,946
Unsecured line of credit and umncurcd ferm Iom S 548,000
Accounts payable, accrued expenses and tenanc %curlty dcpo~xts 48,581
Dzwdends p'xyable ' B 16,284
: : o 1,251,811

Commitments and contmgancse%
Stockho!ders cqulty .
9. :)0% Series A cunuilative redtemab]e prefermd atock ?;.0 01 par value

per share, 1,610,000 shares anthorized; 1,543,500 shares issued and

-outstanding at Deaember 31, 2003: $25.00 liquid:mon valuc -
9. 10% Senes B cumulative redeemable pretcrmd tock. $0.01 par. value

per. 2,300,000 shares authorized; 2,300,000 shares issued and

out:standmg at December 31, 2004 and 2003; $25.00 hqmdatmn value 57,500
%.375% Series C- cumulamc redeemable preferred stock; $0.01 par )

value per shate, 5,750,000 shares '\urhonzed 5,185,500 shares ,

issued and outstanding at December 31, 2004; $25.00 liguidation vaiue ‘ 129,638
Comumion stock, $0.01 par value per share, 100&09 000 shares authamzed

19,594,418 and 19,264,023 shares issued 1nd 0 standmg at

Deuember 31,2004 and 7003 rwper.nve}y : , 196
Addmonal p'ud—m capltal 421,835
. Def:;rred compensaﬁon‘ o
Retamed earnmgs E 5,267

13,8441

cmnprf:henqve mconue (1055)_, :

620,4

$1872284 

See accompanying notes..

pez S RORLER e

$ 982,297
153,379
4,985
11,057
1,969
31,503

.

ag261
$ 1,272,577

$ 320,007
389,000
43,408
13,027
765,442




. CONSOLIDATED STATEMENTS OF INCOME

Alexandria Real Estate Equities, Inc. and Subsidiaries

r Ended December 31,
(Doliars in thousands, except per share amounts)

$

Rent ; , 143,879
Tenant recoveries . oo 0o 35864
 Other income S SR 3,541

183,284

EXPENSES -
Reental operations
era} and admxmstranve R

. : Deprecxatlon and 1mortxzat1on e :‘ L T G 42,523
Impairment of investments ' , ' .

: Loss on early extinguishment of dcbt o : : -

= v R 124,715

Income from continuing opevmt‘ions, ‘ , . s : ' 58,569

. Income from discontinued operations, net ] [ 1,626
Net nlcomt; ) ‘ o o ' ( L k $ .- 60,195

© Dividends on preferred stock o R - . 12,595
Preferred stock udemptxon charge o ' ‘ 1,876

Net mcome available to_comunon: scogkhold@ra : g 45,724

- "Basw mcome per: cormnon <:h,me. ,

/ Income from Lontmumg operations (net ot pretexred

. stock dividends and preferred stock redemptlon charge) $ . 228

- Income from discontinued operations, niet. - , $ . .008
Net income available to LOll’llIlOﬂ @tockhoidf.m B $ - 237
ﬂuced income per common share TS SRR .
“Income from continuing opemuom (net. of preferr&:d e
stock dividendsand preferred stock u:dc:nlpuon charge) § 2.24
Income from discontinued operations, net 5 . 008

"Net‘income availzible, to common stockholders v 2,33

| 19,315,364

- 19,658,759|

See accompanying notes.

126,414
32,076

2,068
160,558 -

32,794
14,211
26,416
38,633

112,054

48,504

11,139

50.643 = S
8,898

50,7458 . %

2.09
0.59
2.67

2.06
0.58
2.64

18,093.85¢
19,247,790".




Alexandria Real Estate Equi tues !nc and Subsi dlar

(Doilars in thousands)

BALANCE AT DECEMBER 31, 2001
.. Net income ,
Recl asslﬁcatlon ad_;ustme:nt

Unreahzed loss on marketabie sec,umties
Unreahzed loss on swap agxmnunts

Comprehensive income , , ,
Issuance of common stock net of ofﬁ,rmg costs Tk

Stock compensation expense ,
Amortization of stock ;.,ompcnmtmn prc‘me
Exercise of stock aptions

Dividends declared on preferred stock ' co
Dividends declared on common stock o

S

Issuance of Series B prefez red smck net of oﬁmmg costs .

CONSOL?DATED STATEMENTS OF STOCKHOLDERS" EQU!TY

Series A
Preterred
Stock

% 38.588 $

Series B Secies
Preferred Preforres

BALANCE AT DECEMBER 31, 2002
Net income :
Unreaﬁzed gain on marketable securities
Unrealized. gain on swap ae;;_eemt,nt% ‘
Comprehensive income
Stock compensation ¢xpense
Amortization. of stock compematxon «,Xpe
Exercise of stock options
Dividends. declared on pret{.rred stock

Dlv;dc:nds declared on commeoi stock
BALANCE AT DECEMBER 31 2003 ’

WNet income

Unrealized gam on marlxetable sEC urmes

Unrealized gain on swap agrccmc:nm ‘

'® c;mprehenswc income '

Issuance of Series, C prefcrred atock ‘net of uffﬂmg costs
Redempuon of Sex;es A pteterrc,d smck

Stock” compensatmn expense

yacnsamonf expuuse '
stock Qpcxons o
,LDwadends dec}ared on pref'e, e

"Dlwdends declared on commbn stuck

(38,588) -

:‘v:‘ Lo Yoz

BALANCE AT DECEMBER 31, 2004

$ 57,500 .-

See ‘acdoﬁxpanying notes. ©

e




Number of
Common
Shares

Common
- Stack

16,354,541 $ 163
2,418,970

76,075 R

124,371 o

$ 301,818

Additional
Paid-In
Capitat

e7521
2371
3,642

(4,472

Compensation

 sagsa

Accumulated

Other

Comprehensive
Income (Loss)

Deterred Retained

Earnings

$ (6,149)

- 18,828)
S (31,407

18,973,957 190

399,831

(14320 .
- 59,643

@159 -
3,354 . -

19.26a,023 193

Ci3ores T

. s731

409,926

(5,629)

- LBTs

(8,732)
3457

12,595
L 49,092)

19,594,418

$ (7,807) % 5267




Loss on early extinguishment of debt

Gain/loss on sales of property (1,627
Depreciation and amortization 42,523
~Amortization of loan fees and costs 2,374
Amortization of premiums on secured notes pf Vab}e (161)
- Stock compensation expense E 2.470 |
Changes m opx—,mtmg assets and. hablhtmy
Tenant security da,poms and other u;stnct:ed cash 6.612)
Tenant receivables {573)
Deferred rent (11,671
~ Other assets ‘ (18,261)
Accounts payable, accrued expenses and tenait security deposits (905)
Net cash provided by operating activities . . 67,752
INVESTING ACTIVITIES
- Purchase of rental properties ~ {251,091)
Proceeds from sales of rental properties o 5,454
Adchtzons to. rental properties (70,248)
Additions to’ propernes under devexopment (129,620}
Additions to investinents, net 15,183)
Net cash used in investing activities (450,688}

CONSOL!DATED STATEMENTS OF CASH FLOWS

A¥exandr|a Real Estate Equ;‘aes

Year Ended December 31,
{in thousands)

OPERATING ACTIVITIES

Net income

Adjustments to reconcile net. mcome o nét. ca,:»h
provided by operating activities:’

MNon-cash impairment charges

Inc and Subsrd:arles

N

-

$ 60,195

$ 59,643 $

(8,286).
38,901
2.133
(290
2,734 .

(3,037
G672

(€,826)

(10,828)
31
74,847

48,729)
42,376
(48,264)
(78,327) -
(6.866) -
{139,810




Year Ended December 31,

(in thousands)

 FINANCING ACTIVITIES .
: Proa,eeds from secured notr:s pqyablc E

198,400
©o Net procccds trom 1ssu:m<:es ‘of commo 1 st -
e Proceeck from 1ssuance Qf preyferreci stock 124,009

A prefe (38,588)
A R L 7,004
':'yd%l‘zjnsecufcd term loan 159,000

e SN (10,376)
" Dividends pud on commopn stgck {47,333)
Dividends paid on pruerrcd stock: {11,097)
Net cash prowded by financing activities 381,109
Net (decrease) increase in cash and’ cash «.qu;walent:, (1,827)
Cash and cash e,qulvalc:nts at beginning of year 4,985
- Cash and cash equwalent}, at Lnd Ofyﬁtar $ 3,158

‘A"SUPPLEMENTAL DISCLOSURE OF CASH FLOW INFORMATION

$ 28,714

Cash paid dm‘mg thc vear for interest, net of mterebt aap;tahzc:d'

See accormpanying notes.

6,125

(40,427)
(8.898)
66,158
1,195
3,790
$ 4,985

$ 28,143

44,663

97,546
55,129

(33, 912}

(7, 488}
162,204

1,414
2,376
3,790,




'Could dlfter ﬁom thme estimaces.

NOTES TO CONSOLIDATED FiNANCiAL STAT MENTS‘

vmexandna Rea Estate Equmes Inc: and Subsrchawes

NOTE 1: BACKGROUND | « o
As used in this report, references to’ the * Compqnv 3‘fxxfe”’,‘“0111"’ and “us” refer to Alexandria Rea] E'statew
Equities, Inc. and its subsidiaries.

Alexandria Real Estate Eqmmes, in». is a real estate mveqtment trust ( ‘REITY) formed in 1994, \’V'
are engaged primarily in the ownership, operation. management, acquisition, g\panﬂuon an "cj:lﬁctiv
 redevelopment and development of pxopbracx containing office/laboratory space. We refer t
. properties as “life science properties”. ‘Qur life science properties are designed and 1mpr(>ved“
primarily to pharmaceutical, biotechnology, life science product, service, biodefense, edug:
translational medicine institutions/éntities, as well as related government agencies. As of
2004; our portfolio consisted of 112 properties in nine states with approximately 7 4 mii
square feet of ofﬁge/labomt:orv space, compared to 89 properties in ninc states with appro
nuihon rentablr: square feet of oﬂ‘icc, Iabc_)mtm}“ space as of Dec ember 31, 2003,

NOTE 2: BASIS OF PRESENTATION AND SUMMARY OF SIGNIFICANT
ACCOUNTING POLICiES

Basis of Presem‘atzon S ; :
The accompanying consolidated financial statements include the accounts of Alexandria Re:ﬁ Eﬁcate
Equities, Inc. and. its mqunncs. All :,wmﬁcam mtcnomganv balances and transactions have: been chmJ
’matcd , NER ' L

N

Use of Est/mate¢ . R
The preparation of financial staternents in confm nut‘y with accounting principles generally dccepted i

the United States requires us. to nmke estimates and assumptions that aftect the reported. amountﬂ
asset*; and habz]me», the dis c?oaure of contm%m assets and lnblhnm as of the thc '

Reciassmcatzons




U investiments under SFAS 115 is determined at the time each investment § made, and such determina-

~ leases) or a decrmse {for above markct leases) to rental income. The values of at- market leases and origs

'investments . RO S ' . : ' - o |
. We hold equity mwcxmuntq in n.f:sta.m pubhdy tmde,d LOYHPADILS ;md privately held entities primarily
involved in the life science industry. All of our investments in publicly-traded companies are considered -
' avnlable for sale” in accordance *with Smtemént of Financial Accounting Standards No. 115,
,“Au;ountmg for Certain Investmenits 1 Debt and Equity Securities” (“SFAS 1157), and are recorded at '
- fair value. Fair value has been deterniined as-the closing trading price at the balance sheet dare, with
- unreahzed gains and losses shown as'a iepﬁfmw component of stockholders’ equity. The classification of

*"non is reevaluated at each balance sheet date. The cost of investments sold is determined by the specif- '_, !
" ic identification method; with realized gains and losses included in ot}w income in the accompany ing
- consolidated statements” of income. , |
- Investmentsin prwacely held entities are generally accounted for und‘,r the cost method because we )

, ;do not intluence any operating or financial policies of the entities in which we invest. Certain invest-
© ments. are accounted for under the equity method in accordance with Accountng Principles Board
""Opm;on No. 18,“The Equity Method of Accounting for lnvestments in Common Stock™ (“APB 187)
: Emergmg Issues Task Force Topic D- 46,“ Accounting for Limited Partnership Imrcctments (“EITF
Topic D- 46731 mder the equity method we record our invesument initially at cost and dd‘]uﬁt the ¢ar-
r}zmo amount of the ;nvc:mngnc o zeuogm?e our share of th(, earnings or losses of the investee subse— i
tent to the dite of our investment, W - : ‘ =t
~“ For all of our investments, if a decline’in. the Faif value of an investinent below its carrying value is f‘:. :
deternuned to be other than temporary, such inv estient is written-down to its estimated fair value with
S ‘a non- Lash charge to current earnings. The factors that we cvmxdcr in making these assessments include,
but are not limited to, market prices, market conditions, pmsptcts for favorable or unfavorable clinical - |
trial rcxults newvy producc xmtmmx«ex and new co!labor iive agreements, :

VRentai Propertias and Propemes Under Develapmént
In accordance with Statement of Fnrmual Accounting Standards No 141, “Business Combinadons”,
we perform the following pxoccdurw when making an allocation of 'hc pmrhase prlw of real estate: |
{1) estimate th(’: valuc of the real estate as of the :ILQLHSH]OI‘I date on an “as if vacant” basis; (2) allocate
the “as if vacant” value among land, land improvements, buildings, building improvements, tenang w
: mlpm&ements and- eqmpmann {3) calculate the value of the intangibles as the difference between the
“as if vacant” value and the purghase price; and (4) allocate the intangible value to above, below and
- at niarket leases, orlmnamon COsts ¢ sacmmtc:d w1th m»piaae ]f.asgs, tenant relationships and other intangi-
‘ble assets. : :
, The values a}located to land mxpmvemeuts, bm dmg:,s bmlc}mg "xmpmvcmcntq tenant nnpmﬂ.mnms
‘;and equipment are deprr&:x,mtcd on a strajght-line basis using an estimated life of 20 years for land
'v’"’rmpmw,mcms, 40 years for buildings and building m)provements the respective lease term for tenant
improvements and the estimiated useful life for equipnient. The values of above and below market leas—
es are amortized over the life of the related lease and recorded as either an increase (for below market

 ination costs are classified as leasing cc osts, included in other assets'in the accompanying comohddted bal-

~ance qhects and amortized ovet the rcmamlng life of the lease. :

Rental properties and. properties under devclupmcm are mdw;duallv evaluated for impairment whe

ﬁ";icondltmns exist. whxch rnay indicate that it i probablt tha' the ;surn of expected future undiscounted
“ cash Hows is Iess than thf: carry ng gmmmt ot the property‘l.fpon determination that an 1mpaxrmenc
: i ‘ ’moum: ot the propercy to, it i

'developmul: costs, mcludmg predevelapm&nt costs, 1ntera5r, pmpertv taxces, insurance and other costs
dn‘ect}y reht&d and essential to the'a cqumtmn dcvelcpment or constructdon of a project. Pursuanz o




i ~When a property is-di

SFAS 34 and ‘SFAS 67, mpltahzatzon of construc CEION and developmem costs is requmfd while activities
are ongoing to prepare an asset for its intended use. Ccsm incurred after a project is substantially com-
plete and ready for its intended use are expensed as incurred. Cobts previously capitalized related to
abandoned acquisition or devdopm,ent opportunities are written-off. Should developmient activity
cease, a portion of interest, property taxes, insurance and certain costs would no longer be cligible for

capl:ah?amon and would be expcnsed as incurred. Eﬂcpendltules for repairs and maintenance are

expensed as incurred.

In accordance thh Statement ot Fmancml Accountmcr Standards Wo. 144, ‘Agcounting for the !

Impairment or Disposal of Long-Lived Assets” (“SFAS 1447, we classify a property as “held for sale”
when all of the toﬂowmo c,rltc:rj.a for a plan of sale have been met: (1) management, having the author-

ity to approve the actiorn, conumits to a plan to sell the property, (2) the property is available for imme-

diate sale in its present condition, subject'mﬂy to the terms that are usual and customary, (3) an active
program to locate a buyer, and othér actions required to complete the plan to sell, have been initiated,
(4) the sale of the properry is. probabl:‘: and is expected to be completed within one year, (5) the prop=
erty is bemg actwely marketed for sale at a price that is reasonable in relation to its current fair value,
rand (6) actions nece sary to.

sale”, its, operamons are. classmed as, dzsgonmnued operations in our consolidated staternents of income.

N from gonunumg oper;itlon o dzszonmmed -opérations. A loss is recognized for any initial adjustment of |
the asset’s car rying arount, to fair value less costs to sell in the period the asset qualifies as “held for sale”
Depreciation of assets is discontinued Lommenunb on the date they are designated as “held for sale™

As of December 31, 2004, we had no propertics designated as “held for sale” in accordance with SFAS
144. As of December 31,2003, we had one property designated as “held for sale” .This property was sold
during-the firse quamer of 2004. During the year, ended December 31, 2003, we sold three properties,
two of which were cit:‘:u_,natcd as hdd tur sale™ as of Dccember 31, 2002. Sce Note 13, Discontinued
Opemmons :

Tenant Security Deposrts and Other Resmcted Cash .
Tenant security dcpmm’ ;md other restricted cash consists of the foliowmg {(in thousands}

December 31,

Funds held in trust under thc, terms or certain suured notes payable o o $11,241 % 8,665
Security deposit funds based on the terms of certain lease 1greementq o : 2,0'4?‘ 2,’0295 s
Other funds held in escmw N _ Co e R i 4383 ce 363‘_

' o L ' $17,669 [ $11,057,

Leas;ng C‘osts

$18 665 ()(}0 as of Deccmber 31
accompanym5 consolzdated baiance sheetts. .

' Loan Fees and Cost$

_ fods mplete the pkm of sale indicate that it is unlikely that significant changes -
“to the plan wﬂl be made or-that the plan will be W ithdrawn. When the property is classified as “held for

, 1gnatéd as “held for. saie -amounts for all prior periods presented are- reclassified




"~ alized deferréd rent: As.of Décergbe;_?;lw, 2004 and ;’2003,’&*{,‘6 had no ailowance for doubtful a’ccoi}ntS;, :

. Year- Ended’ December 31

‘(Dollars in thousands, except: per share amounf

i

-

Rental fncome R ‘
Rental income from leases with scheduled rcnt mcreases free rent and other rent adjustments are rec-

ogmzed on a straight-line basm over the lespectwe lease terms. We inchide amounts currently recognized:

ed balance sheets. ‘Amounts lCCClVGd cuxrendy But recognized as income in future years, are included as
unearned rent in accounts payable, accrued expenses and tenant security deposits in the acconlpanymc

. corisolidated -balance sheets. Tenant recoverles related to reimbursement of real estate taxes, insurance,”

repairs and maintenance, and othtr' operatmo expenses are recogmzed as révenue in the pemod the ‘1pp114.

cable expenses are incurred. . . - :

We maintain an allowance tOL estunated 1035cs that may result from the inability of our-tenants. to

-as income, and e\pected o be recelved in-later years,in deferred rent in the accompanying consolidat-

" make required payments. If a tenant fails tor ‘make contractual payments beyond any allowance, we may "

recognize additional bad debt expense in. future periods equal to the amount of unpaid rent and unre- o

/nterest lncome Coo e R T e :
Interest income was $181,000, &5108 000 and $298, OOO in 2004 2003 and 2002, respectively, and is
mduded in other income in the zzccompanymg consohdatpd statements of income. o ’

Fair Va/ue of F/nanmal Insrruments ) , oo Lo
The. carrying amounts of cash and gctsh equwaienm tenarit rucelvables unsecured line of credit and unse--
cured term loan, zmd accounts pavable agcrucd expenses and tenant security deposits approximate fair
value. ' D S : '
The fair value of our secured. nous pwﬁble was estnnated using: discounted cash flows analyses based
on borrowmo rates we believe we could ‘obtain with similar terms and maturities. As of December 31,
2004 and 2003, the fair value of our secured notes payable was approximately $652,100, OOO and
$338,620,0QO, x.ebpcgtlwely o : >
Net Income Per Share and Prefelred Sz‘ock Redempz‘/on Cost :
The followm;__, table ghowe the a,omputauon ‘of net 1n¢ome per common share, and dlwdends declared.
per common qhaxe' : T ‘

Net income avqﬂable to Common - stockholders , o % 45,7240 % 50,745 % . 31,453 .
Weighted average shares of conunon stock outstanding - basxc L 19,315,364| 18,993,356 17,594,228
Add: dilutive effect of stock OpthnS ,md stock grants ‘ 343,395 253,934 '._265,559
Weighted :Nexave shares of common stoCk outqt"mdmo - dﬂuted ‘ 19,658,759 19,247,790 17,859,787
Net income available to common. stod\hoidcrs ~basic. L % 2370 $- 267 $ . 1.79' 3
Net income available to common s,cgckholders ~diluted: . - 7 % 233 % 264 & 176 f
Dividends declared per comnion share ©* . . S . . % . 2520 % 220 % 200, l

E.meralno Issues Tusk Force Toplc 15-42, A“fl""‘he Effect on the Calculation of Earnings Per Share for the

* Redemption or induced Com/elﬂon of. Prererred $t0ck” (“EITF Topic DD-42") provides, among other
~things, that any excess ot ) the ﬁur value of the conszderatxon teansferred to the holders of prefer red

stock redeemed over (2) the’ cquymg amount of the preferred stock, should be subtracted frotn net earn-

ings to determine net income. avaxldblc, to. common stockholders in the calculation of ear nings per share.

‘The cost to issue our prcferled StOLk was recorded as a reduction to additional paid-in capital in- the

years that the preferred stock was 1ssued Upon any. redemptlon of our preferred stock, the respective

offering costs; represenuncr the excess. of the fair. value of the consideration transferred to the holders

over the carrying amount of the prefened stock, will'be recognized as a dividend to preferted stock-

holders. During 2004, Wé recorc éd.a charge of approximately $1,876,000 to net income available to

common stockholders for costs related to the tgdempaon of our 9.5% Series A cumulative tedeennble




preferred stock.” D1v1dends on praferxed qtock are deducted ﬁcnl net income to- aluve at net income
allocable to common stockholdels : o
.Stock Based Compensat/on Expense :
For 2002 and all prior years, we ‘have dected to follow Accountzmg Pnnmpxu; Board Opinion No. 25,
“Accounting for Stock Issued to Employecs (‘“APB 257) and related Interpretations in accounting for
our employee emd nor-~ employee dnectm stock options, stock grants and stock appreciation rights.
Etfecmva Januwary 1, 003 the Cornpany adopted the fair value recognition provisions of Statement of
Fmancml Accountmg Standards No. 123, “Accountmu for Stack-Based Compensation™ (“SFAS 123™),
prospectwe}v to-all employee awqrds granted modlﬁed or settlcd after January 1, 2003. We did not grant
any stock. bpnons in 2004 or 2003 Undet: APB 25; because the exercise price of the options we grant-
ed equals the market price of” the Lll’)dCllVll’lC" stOCk on the date of grant, no compensation expense has
been recognized. Although we have elected to follow APB-25 for previously granted options, pro forma
information regarding net income and net income per share is required by SFAS 123. This information
;haﬁ been deterlnmed as 1t we had accounted fm our stock options under the fair value mpthod under
SFAS 123. ' ‘

For purposes of the following pro fmma chsdosmes the estimated fair value of the options 1s amor-
tized to expense .over th(: optlons vestm penods (in thousands, except per share information):

Year Ended December- 31

Net income avax]abk to commoen ;tociaholdeu as u,p01 ted _ ‘ $45,724 $ 50,745 $ 31,453

Fair value of stock-based compematzou \,ost Ny ' ' (1,323) {1,323) (1,174)
Pro forma net income qvallable to common x‘tockholaers S . $44,401 | $49,422 $.30,279

Income pel ‘common shaxe

Basic - as reported $ 237 $ 267 $. 1.79
Basic - pro forma s 230 $ 260 . 0§ 172
Diluted . as-reported $ 233 $ 2.64 $ 176
Diluted - pro forma g s  2.26 $ 257 $ 170

Operaz‘/ng Segmen ts

We view our operations as prmcquﬂy one beomﬁnt ar 1d the financial mfm mation disclosed herein rep-
resents all of Lh.l, ﬁnancnl m?ormatlon 1elatf:d to our ptmmpal operatmv segiment. ;

Income Taxes

As a REIT, we are not %ubjuct to fedcral income taxation as long as we meet a pumber of 01g1mzatlonal ;

and operational Tequirements ‘and make- dmnbutiom greater than or equal to 100% of our taxable
income to our stockholdexs Since we’ beheve we have met these requiremnents and our distributions
. exceeded raxable income, no federal income tax provision has been reflected in the accompanying con-

solidated ﬁnanu al :tatements for the vc s ended December 31, 2004, 2003 and 2002, If we fail to qual-

ify as a REIT in any taxable year, we will: be su’by‘rt tc federal income tax (including any apphc&bk
alterpative minimum tax) on our taxcable income at wtmlar corporate fax rates.

- Puring 2004, 2003 avd 2002, we declared. dl\’ldendS on our common. stock of $2. 52, $2.20 and $2.00°
per share, t@spuntwcly During 2()0 ”\“)03 and 2002, we declared dividends on our Series A cumulative

, redeenmble preferred stock of $1. 77847 $2. 375 and $2,375 per: share; respectively. During 2004, 2003
and 2002, we declared dwlcienck on our Series B cumulative ‘redeemable preferred stock of $2.275
$2.275 and $1.662 per share, 1equct1vcly Durlng 2004, we declared dividends on our Series C cumu
jative 1edeemable prpﬂ,rred stocl\ ot $0. 61649 Sec Note 9, Pleferred Stock and Excess Stock.

:,Impact of Recently /ssued Accountmg Standards : S
Ix March 2004, the Emergmg Issues Task: Force (“}:ITF”) of the Fnlancul Accounting Standards Board

(FASB”) reached a_ consensus on Issue No 03 1 .- “The Mcamncr of Other- Than-—l’cmpmalyw
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Impa] ‘iment and Its Apphcat:on to Cextam Investment%” (“FITF 03~ 17). EITF 03-1 p‘rovidé'év'cruidancél

on other-tharn- ~-témporary’ m’lpaunlent of marketable debt and equity securities accounted for under

Statement of Financial Accounting Standards No. 115,° Ac«_ountlno for Certain. Investments in Debt and,
Equity Securities” (“SFAS 1157) and non-marketable equity.securities accounted for under the ‘cost.
“method: EITF 03-1 provides a three~stcp model. to. determine (1) when an investment is considered
1mpaned (2) whethcr the impairment is other- thah- tempomry and (3) the measurement of the impair-"
ment loss. Thc. ‘guidance- a]so requires: cettam disclosures about unrealized losses that have not been .

rpcogmzed ag other-than temporary. 1mpa1rments In addition, EITF 03- l—prowdes that a company docs
not have to estimate the fair value of an investment accounted for under the cost method if there are

‘no 1dent1ﬁed events or changes in circumstances that may have a significant adverse effect on the fair

value of the mvcstment In September 2004, the »FASB issued FASB Staff Position (“FSP") No. EITF
Issue 03-1-1, “Effective Date of Paracrraphs 10 20 of EITF Issue No. 03-1, The Meaning of Other-
Than—TerlporarV Inlpalrment and Its Apphcatlon to Certain Investments”, which delays the effective

¢ date of the recognition and. measuremgnt provisions of EITF 03- 1 unal certain implementation issues

are addressed and a final’ FSP pxov1d1no 1mplemeﬂtatlon guidance is issued. The Company adoptéd the

- disclosure omdancu of EITF 03-1 in December 2004. We do not expect the adoption of the recogni-
tion and measurement pl‘OVlSlOﬂS of EITF. 03-1 to have a material impact on our financial statements. -

“In December 2004, the FASB. issued, Statemem of Financial Accounting Standards No. 123 (revised

2004), “*Share- Based Payment”'(“SFAS 123} ). 'SFAS 123R requires measurement of all employee
stock-based comp«.nsamon awuds using a’ fan value method and the recording of such expense in the -

financial statements, This elmnnates the accountmo for such awards using the intrinsic method pursu.mt

- to Accounting Prmc1ples Board Opmlon No. 25,*Accounting for Stock Issued to Employees” (CAPDB

257, SFAS 123R is effective beginning in ou1 third, quarter of 2005. Upon adoption of SFAS 123R,
we intend to use the modlﬁed—prospectwe transition 1nethod whereby compensation expense will be
mcoormzed re}atmg to the n.mamlng unvested portion of outst&namg stock opuons at the tithe of adop-
tion, and the expense will be recoomzed ovu the remaining service period. We do not expect the adop-

" tion of SFAS 123R to have a matenal imipact on our financial statements.

o In Decenlbc‘l 2004, the FASB Jdssued: Statement of Financial Accounting Standards No. 1‘?3‘
“Exchanges of Nonmongtmy Asxets ¢ SFAS 153”), which ‘amends Accounting Principles Board

© Opinion. No. 29, ‘Acgouﬂtmg;~ for Nomnonet&ry Transactions” (“APB 297). SFAS 153 addresses the

measurement of exchanées ofnonmonetary assets and redetines the gcope of transactions that should be
measured based on the fan’ value’ o'f the assets cxchano d. SFAS 15315 effective for nonmonetary asset
exchanges beomnmo in our thnd quaztcr of 2005, We do-not eapu.t the adoption of SFAS 153 to have

a matenal 1mpact ofi our ﬁr1anc1al statements

NOTE 3 RENTAL PROPERT]ES NET AND PROPERT!ES UNDER QEVELOPMENT
Rental proPm ties, net connst of the. tollo\vmv {in thouw.nds)

December31, T ' 2003 §

‘Land . o R EE $ 2172011 $ 147,425
Buildings and Vimptovemenits o i BT IR s A ' 1,246,888, 854,152
Tenant and other in}provélneﬁts L e o - 139,823} 122,280
T T T o 1,603,912] 1,123,857
‘Less accumulated depreciation e _(176,059) (141,560
' L o T o $1,427,853] § 982,297

and asngmnents of rents and lvtses cxssocmted thh the propertu;s See Note 6, Secured Notes i’ayable ,‘
o The net book values of encunlbmecl propurtles as of December 004 and 2003 were $776, 34 ,000 .
v,and $369, 731 000, respectwdy R : - :

- We leaﬂe space under nonumceldble leascs w1th rcnmmmg terms of one to 19 years.

P 33




¥

As of December 31, 2004 an::d 2003, approximately 83% and. 88%, respectively, of bjur- leases fon a
square footage basis) required that- the lessee pay suﬁstantiaﬂy all taxes, maintenance, insurance and cer=
tain other operating expenses applicable to the leased properties. The decrease from 2003 to 2004 is pri-
marily due to gross leases a'ddéd".to the portfolio from properties”acquired in 2004. Gross leases are gen-
erally converted to. triple net leases upon renewal or rollover. 4 ‘

'_Includéd in ,rénlfal properties, net as of;Dec‘em.be\r‘jl,,.2004<and‘2003 were 17 and 10 properties,
respectively; in our redevelopment program.The allcicé;te__d net book values of the portion of these prop-
erties hndergoi»rlg redevelopment as of DécembBer 31, 2004 and 2003 were approximately $150,627,000
and $65,559,000, respectively. Depreciation ceases on the portioh of a property undergoing redevelop-

~ment during the period of redevelopment. . , , _ e
' :'In accordance with SFAS 34, we capitalize interest to properties under development or redevelop-
ment during the period an asset is undefgoihg' activities to prepare it for its intended use. Capitalization
of interest cééSaS'eiﬁer a project i-é,-gfqb}s_‘t:mtiiaﬂy complete and ready . for its ‘intended use. In addition,
- should dé‘}eloplrn_e:it‘activ_ity cease, interest would beﬁ!éxpenSed as imcurred. Total interest capitalized for
the years ended December 31, 2004, 2003 and 2002 was $17,902,000, $13,941,000 and $12,519,000,
k * respectively. Total ‘intér_ésf*-'incurréd f_’of.‘the_'yea‘rsf ended December 31, 2004, 2003 and 2002 vyas
846,733,000, $41,571,000 and $40,294,000, respectively. - L ' o
 Minimum lease payments to be ‘re*cci}’;édfmid_er, the térms of the operating lease agreements, exclud-
ing éxpe,ns"e ‘rei,rnbm'selynents; as of December 31, 2004, are as follows (ir;v thousands): ‘

Amount

2005 - | PR S $ 148234
2006 : . | 142,641
2007 B T PR ' 124,599
2008 . o T o , : 116,317
2009 S S I A 109,283
Thereafter _ L - : 406,214

' T T VAT I ’ : $ 1,047,288

NOTE 4: INVESTMENTS e , :

We hold equity investments'in ‘certain publicly-traded companies and privately held entities primarily

involved in the life science industry. All of our :i‘l"lVéStl"‘ﬂEﬂntS in publicly-traded companies are considered
© “available for s:ilé,” in ;}CCO‘_rd:ihC(-:, with@SF_AﬂS_'-l 15, and -are recorded at fair value. Investments in private-

ly held entities are generally accouinted for under the cost method because we do not influence any

“under the equity nlethod.iﬁ_ a(':cordance with APB18 -;a‘rid EITF Topic D-46. For all of our investments,
if a decline in the fair'ﬁaluebf ah invéstment below. its carrying value is determined to be other than
tenipora;y, such inyestﬁiént is ‘Writt_’ez;c»down to its estimated fair value ‘with a non-cash charge to cur-
rent earnings. The factors that w\eli:qhsfi'_dé"r’f,ifrl;fﬁakirig,thcse as,ses'smems.inciudc, but are ‘no’i_: himited to,
miarket prices, market conditions, prospects for favorable or unfavorable clinical trial results, new prod-
uct initiatives and new’ collaborative’ agreements. For additional .discussion of vur accounting policies
- with respect to investments; seé Notve?‘-,"Basisy-g}f Presentation and Summary of Significant Accounting;

- Policies.” S T ST

operating or financial policies of the entities in 'which we invest: Certain investiments are accounted for-
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Adjusted cost of avaﬂable for-sale securities. < : S ] $ 3,190 $1,257

Gross unrealized gains I “ : ‘ ‘ 16,110 837
Gross uniealized losses . L e o ’ (176) (13) *

Fair value of available- for—sale sec,urltxes IR . : ' $19,124 $ 2,081

Z

Investments 10 avaﬂable for—sale secuuncs Wlth crros> unreahzed Jlosses as of L)erember 31, 2004 and "
2003 have been in a continuous, unreahzed loss pOSltht‘ for less than twelve months. We believe that
these unre'1h7ed losses are tcmpmarv and accordmgly we have not recognized an other-than-temporary -
1mp1nlnent reiated to. avallable—for—sale securities as ‘of December 31, 2004 and 2003. ;‘

- Our investments in pr 1vately held cntxtxes as of December 31, 2004 and 2003 totaled $48,295,000 and |
$45,045,000, re%pectwely Ofthese totals, &547 433,000 and $42,331.000 are accounted for under the cost
method. The remamder ($862, OOO and. $2, 714 000 for 2004 and 2003, respectively) are accounted for |
under the equity rnethod in accordange W,lth APB 18 and EITE Toplc D-46. As of December 31, 2004 \
and 2003, there Were no unleahzed losses in‘our mvestznents in' privately held entities. | i

Net investment mpome ot 552 436, OOO and 35536 OOO was recogmzed in 2004 and 2003, respecuvelv, i |
and is mduded in other income. in the Accompanymo consolidated statements of income. Net invest- |
ment income in 2004 consisted of equlty in income of $208,000 related to investments in puvatdy held !
entities - ﬂccounted for under the equity mtthod gross realized gains of $2,508,000, and gross realized |
losses of $280, 000. Net mvestment income- in 2003 consisted of equity in income of $306, 000 related “
to investments in. privately held entltlcs accounted for under the equity method, gross realized gams of 1
$532,000, and gross realued losses’ of “330 OOO During 2002 we recognized an aggregate non-cash [
1mpa1rment charue 0f$2,545 000 for other than— e1npora1y dechnes in the fair value of our mvestments 7

_in private cornpames o : t
NOTE 5: UNSECURED LlNE OF CREDIT AND UNSECURF_D TERM LO0AN
In December 2004, we amendcd our unsecured line of credit to increase our borrowing capacity from

- $440 million to $500 mxﬂlon Borrowmgs under our unsecured- line of credit, as amended, bear interest
ata ﬂoatmg rate based on our election of e1ther a LIBOR -based rate or the hwher of the bank’s refer- -
ence rate and chc Federal Funds rate, plus 0.5%. For each LIBOR-based advance, we must ‘elect a
LIBOR. period. of one, two, three or six months. The unsecured line of credit expires December 2007
and may be extended at our sole optlon for an additional one-year period. As of December 31, 2004,
we had borrowmos of 3;998 0 mﬂhon outstandmg on the unsecured line of credit w1th a w<.10hted aver—
age interest rate of 3.72%. - WO : ‘

In December 2004, we arnﬂnded our unsecured tex:nl 1oan to increase the loan from $150 million to
$250 million. The unsecured term loan bears interest at a floating rate based on our eiectmn of either a
’LIBOP\—baeed raté orithe h:gher of the bank’ reterence rate and the Federal Funds rate, plus 0.5%. For
each LIBOR—basc,d advance, we must elect to “Aix: forf per iod of one, two, three or six months: The

" unsecured term. 1oan, expires.in Dccem,bel ’)009 As ofDec,ember 31,2004, we had borrowings of $250.0
million outstandlnv on the Lm\u.ured term. lean Wlth a Wexghted average interest rate of 3.72%.

Our unsecured line of credit and un%ecmed ‘term Joan contain financial covenants, mdudmg, among |
other thmors ‘maintenance of minimum fiét worth, a leverage ratio and a fixed charge coverage ratio. In |
addition, the térms of the unsecured’ line of credit and unsecured term loan restrict, among other thmgs ‘1

o cert;un umvestments mdebtedne%s distributions: and mergers., . '

Agglecrate borrowings under the uns@cured line of. credit and unsecured term loan may be hnuted to
an amount based on the net operating income derived from:a pool of unencumbered properties. |
Accordingly, as we acquire or c.onlplete thé devdopment or redevelopmcnt of additional unencumbered |

- properties, agcrrecate borrowings available under the unsec ured line of credit and unsecured term loan will

i

Increase: up to a mamnmm combmcd amount of. &750 mﬂhon Under these provmom as of December
: : S : 1




31, 2004, aggregate borrowings under. 'oilr unseciired; line of ‘crédituz.lvﬁd‘ unsecured term loan were limit-
ed to $666. million. Under the ameénded and restated unsecured hne of credit and unsecured term io:m,‘ .
we have an option to increase our. 1nax1mu1n available comrmmlent by an additional $100 million. o
We utilize interest.rate swap. 3greements to hedge a portion of pur exposure to variable interest rates
associated <with our unsecared line of cxed:{t -ahd unsecured -term loan. These agreemients involve an = |
exchange of fixed and floating ‘interest payments without the exchange of the underlying principal
- “amount (the “notional amount’). Interest received under all of our swap agreements 1s based on the one-
month LIBOR rate. The net chffelence betwecn the interest pud and the interest received is reﬂccted ‘
as an ad_;ustment to mterest expense. S g
The following table summamzes ou1 [inter est rate swap am:eements as of December 31, 2004 (dolhr .
in thousands):. "~~~ - R S .

July 2002 . Januay1,2008 . . $25000  $ 25000 “3.856% June30,2008  © § (142) . |
July2002 Jenuary 172003 . 25,000, 25000 - 3.866% June 30, 2005 . - c143)f‘_‘:

November 2002 - - Jne'l,2008: . 25000 . 25000  3.115%  December 31,2005 - (31)

November 2002 . June 12003 - - .2{;»_,000 : 1 25,000 3.155% December 31, 2005 - (GO
December 2002 L JanuaryZ 2003 —5275 oo'o“j' : 25,000 -3.285% Jure 30, 2006 - (3"5)"‘ A
December 2002 |~ . Januay2,2003 | 25000 - . 25000  3.285% June 30, 2006 BRCOE
December 2008 December 31,2004 . - 50,000 . ' = 50,000, .. 3.000%  December 30, 2005 @
December 2003 " December 30,2005 50,000 L S A150% December 29, 2006 1)
December 2003 December 29, 2006 SOOOO - ’ " - 5.090% October 31, 2008 ’ (795)
March 2004 - December 31,2004 25000 © - 25000 2.956% December 31, 2006 186" {
March 2004 . ° December 31, 2004 25000 .. 25000  2.956% December 31, 2006 186 |
Aprit 2004 - L April 30, 2004 . 50, 000 . 80,000 (1.550% April 29, 2005 173 '
April 2004 | April 26, 2005 ©oB000 . - 3.140% April 28, 2006 sl -
Apm"zqoé’ - ' April 28, 2006 . _so,oqq SR - 4.230% April 30, 2007 (205} - t
April 2004 0 Apil30,2007 50,000 . < - -4.850% - April 30, 2008 (338). - |
June 2004 . ' une 30,2005 . 50,000 S 4343% june 30, 2007 679
Decér‘nber 2004 : Cecember 31, 2004 50,000 : . 50,000 . .3.590% January 2, 2008 (57" ‘
December 2004 ’ - January 3 2006’ .80 ooo, S - . 3.927% July 1, 2008 ;_m 3 !
_ Total interest Rate Swap Agreements in Effect at Dem—.mber 31 2004 $ 350,000 ) ' $(2,090) 4' .

.
|

Statement ot hnanual Accountmcr Standards No 133 (“SFAS 1337), “Accounting for Derivative |
Instruments and Hedging Activities™, as amended by Statément of Financial Accounting Standards No. |
138, “Accountmo for Celtam Dulvative Inst:ruments and ‘Certain Hedging Activities” ’ esmbhshes !
aucounmno and 1cportmg standards for derivative ﬁnancml instruments such as our interest rate swap '
agreements. Specifically, SFAS 133 requires u$ to rpﬂect -our interest rate swap agreements on the bal-""
ance sheer at their estimated fair values. We ude a variety of methods and assumptions based on market |
condltions and risks existing at each balance sheet date to deterimine the fair values of our interest rate
swap 1crreemems ‘These methods of asscssmg fnr valte result in a genemi approximation of- value, and
such value may never be reahzed o < g

Al of our interest 1ate swap ame{,mcnts nleet the criferia to be deemed ‘highly effective” under 5FAS
133 in reducing our exposure to vamable mte]est rates. Accordmfrly, we have categorized these mstfu
ments as cash flow hedges While we intend to ¢ontinge to meet the conditions for such hcdoe account—
‘ing, if hedges did not’ quahfy as hlorhly effectlve the chanoes in the fair value of the derivatives used
as hedges would be reflected in earnings: -

v We do not. beheve we are exposed to more thqn a nommal amount of credit risk in our mtcreqt mte ‘
swap a«weernenta as out ¢ounterparti€s are estabhshed Well capitalized financial institutions. | ‘
As ofDecmnber 31, 2004 and 2003, our mtercst 1ate swap agreementq have bben classifi ed in accounts:
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payable, accrued expenses and tenant se'CUrity deposits in the accompanying consolidated balance sheets
at their fair values-of ‘approximately $2.1 million and $6.3 million, respectively. The offsetting adjust-
ments of $2.1 million and $6.3 million, respectively, were reflected as deferred losses in accumulated
other comprehensive income {10&%) in the stockholders’ equity-section of the accompanying consolidat-
ed balance sheets. Balances in accumulated other’ Conlpwhenswe income (loss) are recognized 1n earn-
ings as swap payments are made. During the next twelve months, we expect to reclassify $0.9 million
from agcumulated other comprehenswe income (loss) to 1nterest expense.

NOTE 6: SECURED NOTES PAYABLE ) :
“Secured notes p’lyable consist of theafollowmgD (in thousamds)

Decéniber 31,

Secured notes pa\:abk interest xates varymg from 3.69% to 8. 71%, |
~ (weighted average effective interest raté of 6. 17% and .7.06%
“at December 31, 2004 and 2003, rcﬁpectwelv) ‘maturity. ’

dates rangmg ﬁom Septelnber 7005 to Auoust 2021 RS $635432 $319,755
Unamortized prﬁm}ums _ S LR , 3,514 . 252
Total secured notes payable . P S $ 638,946 $ 320,007

Our secured notes pqvwb]e OeneLaﬂy reqmre monthly pqyments of pr 1nc1pal and mterest The total net
book values of properties securing debt were $776,342,000 and $369,731,000 at December 31, 2004
and 2003, recpegtwelv At December 31, 2004 our secmed notes payable were comprlsed of $437.2 mil-
lion and $201.7 mﬂhon of ‘fixed and varnble rate -debt, respeulvely, compared to $297.5 rmlhon and
$22.5 million of fixed and vauable rate. debt respectwely, at December 31, 2003.

Future pzmmpal payments due on su:uled notes pavable as oj: December 31, 2004, are as fo]lows (in
thous;mds) = . ‘ '

Welghtecl

i Avetage

] Apterest Rate' )

2005 . S T I . 23,227 . 5.67%

2006 - o T I 206,889( ..  569%

2007 L T 16,709 . 6.35%

2008 . T \ 115,514] 6.30%

2009 B o S R R A 42,210 6.89%

Thcreaftcr ‘ , B T - B ' .o 230,883 T 5,90%'

CSubtotal T L ' 635432) - 6.12%
Unambrtized premiums T - . e R . 3,514

Total secured notes payélble o B LR k - o : 336'38,946

‘ (1) The wnxghted average mterest rate is calcu ated %;ased on the ou.stanumg debr as of January 1stof each year. 7
NOTE 7: ISSUAMCES OF COMMON STOC& :
In Fébﬁruafy 2002, we sold’ 418 970 sharcs of our common stock Tf‘e shares were 1°su€d at a pnce of .
$39. 46 per share, resulting in agg gregate. proceeds of approxxmabely ‘MG 1 mlhon (after dedu ctmg under-
writing d1scounts and other oﬁ”eung costs): L ' o
In July 2002, we sold 2,000, 000 shares of our common stock The shares were issued at a puce of
$41 07 per share, resulting in aggregate proceeds of approw:mmtely $81.4 million (after deducting undc,r—
wrltmcr dzscounh and other offering LOSI’.S) '
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MOTE 8: NON- CASH TRANSACT ONS . . . ‘
In connection Wlth the acquisitions of ten properties, in ten sepalate transactions, located m the Eastern

Massachusetts, Southeast, Suburban Washington D.C. and San Diego markets in 2004, and the acquisi-

tionn of a propelty located in the Eastern Massachusetts market in 2003, we assurned seculed notes -

" payable. The folowing table qunlmarlze< these tlansactlons (in thousands)

Aggregate ‘purchase price . . T Lo §185,912 $6,900 % -

Secured notes payable assumed - 0 . o C L 177653 T 3,384 .
Cash paid for the prope_rties‘f ST . . $-58,259 $3516. % -

-

In connection with the sale-ofa’ property in the Eastern Massachusetts market in August’ 2003 the buycx

as:.umed a secured note payable totaling $17 3 mﬂhon ,
In 2004, 2003 and 2002, we 1ncurred %3 157 000, 3’&3 3:4 000 and $3,993,000, respectwely, in non-

CaS‘h StOCk compensatlon ehpense

OTE 9 PREFERRED STOCK AND EXCESS STOCK
Series A C’umu/atlve Redeemable Preferred Stock
In July 2004, we redeemed all 1,543,500: oufsrandmg shares of our 9.50% Series A cumulau\m
redeemable pxeferred stock (4 ‘Series iA p1efe1red stock™) at a redemption price of $25.00 per share plus
$0.5409722 pershare Lepxesentmg ‘dccuniulated and unpaid dividends to the redemption date. In accor-

dance with EITF Topic D-42, we recorded a charoe of zmprex:lm"ltely $1,876,000 to net income avail-

able to commbon stockholders during: the second ,quarter of 2004 for costs related to the redemption of
the Series A preferred stock We redeemed ouz Ser:es A pretened stock Wlth proceeds from the Series
C preferred stock offermg : : ‘ '

Ser/es B Cumulat/ve Redeemable’ Preferred Stock : :

In January 2002, we completed a pubhc offeuns{ of 2,300,000 >h21e9 of our 9.10% Semes B cumulatwu
redeernable preferred stock (“Series B pxefured ﬂtocL”) (including the shares issued upon exercise of the
underwnters over-allotment option). The shares were issued at a price of $25.00 per share, resulting in

aggregate. proceeds o.fappxox“lrnately 3‘5‘35 1 million (after deducting underwriters” discounts and other -

offering costs). The dividends on our, Senes B prefelred stock are cumulative and accrue from the date
of original issuance. We pay d1v1dends quaz terly in arrears at an annual rate of $2.275 per share. Qur

Series B’ preferred stock has no stated maturlty is not subject to any smkmg fund or mandatory redemp-

tion and is not redeemable pr101 to januaxy 22, 2007, except iri order to preserve our status as a REIT.
" Investors in our Series B prefe1'red stock generally have no votmé, rights. On or after January 22, 2007,

we may, at our optlon redeem our Serles B preferred stock, in whele or in part, at any time with pro--
‘ceeds from the sale of eqmty securltles it.a. redemptlon price of $25.00 per share, plus accrued and

unpald dwxdends

1

Ser/es C Cumu/atwe Redeemabfe Preferred Stock

In June 2004, we completed a: pubhc ofTermg of 5, 183 500 shaxes ‘of our 8.375% Series C cumulative
redeemable preferred stock (“Series G pxeferred stock™) (mcludmo the shares issued upon exercise of the
underwriters’ over-allotment optiony. The shares vere issued at a price of $25.00 per share, resulting in

aggregate proceeds of apprommacely 3@1’34 0 mllhon (after deductmg underwriters’ discounts and other |
offering costs) The proceeds were used to redeem our Series A preferred stock with the remaining por-

tion used to pay down our unsecured: llne ot credit. The dividends on our Series C preferred stock are

cumulative and accrue from the date of oucrmai issuance. We pay dividends quarterly in arrears at an . '

annual rate of $2. 09375 per share. Our Series C- pleferted stock has no stated maturity, is- not subject to

any sinking fund or mandatory redernpmon and is not, redeemable prior o June 29, 2009, except in order -

to pleserve our status asa R.EIT Investors n our Serles C pxeferred stock generally have no voting rlghts

[




)

On or after June 29, 2009, we may, . at our: OPUOH 1cdcurn our Stileb preferred stock, in whoie or in

part, at any time for cash at a redemption prlce of $25.00 per share, plus accrucd and urapmd dividends.

_Preferred Stock and Excess Stock Auz‘hor/zat/ons -
Our charter authorizes the issuance of up to 100,000,000 shaxes of preferred stock, of Whlch 7,485, 500

shares were issued and o utstanding as ot December 31, 2004. In addition, 200,000,000 shares of “excess:
stock {as deﬁncd) are authon/ed none of whlch were issued and outstanchnw at December 31, 2004.
NOTE 10: COM'\HET’WENTS AND ""DN"ENG\;NCZES

Employee Retrremenf Savings Plan

. We have a retlrement savings plan pursuant to Sectlon 401(k) of the Internal Revenue Code wheld)y

our employees may contribute a portion of their compensation to their respective retirement accounts,

‘in @n amount 1ot to excud the’ nmxnnum allowed under the Inter nal Revenue Code. We have ¢lect"

ed to prov1de discretionary plOflt sharing contributions (subject to. statutory limitations), which amount-
ed to $515,000; $461,000 and $428, OOO respectively, for the years ended December 31, 2004, 2003 and

2002. Employees who pﬂrquatc in the plan are mmwdmtel\/ Vc:su,d in .their contributions and: in the -

contnbumons of the. cornpany

Concentrat/on of Cred:t Rask

We maintain our cash and cash eqmvalents at Jnsured financial institutions. The combined account bal-.

arices at each institution pcrlodmaﬂy exceed FDIC insurance coverage, and, as a result, there is-a con-

centration of cr«pdxt risk rehtcd tO AMIOUIS 1N exXCcess owc FDIC m\mance coverage. We believe th’\t the"
_risk is not significant, -

“We are dependent on remal income f'rom relauvelv few tenants in the life science industry. The inabil-

ity of any single tenanc.to ‘make its léase payments could adversely affect our operations. As of December

31,2004, we held leases-with a total of 213-tenants and 64 of our 112 propertics were cach leased to a
single tenant. At December 31, 004 our. thmp largest tenants accounted for 1pprosﬂmatdy 11.6% of
our aggregate annualized base. rent. ‘ ‘

- We genier ally do not require collateral or other sf:curn:y from our ten’mts other than sscuri’cy depositf"
In addition to sucumty duposn;s held in cash, we held $32.9 million in irrevocable letters of credit avail-
able ﬁom certain tumnm s secumty depow:s fo:r 73 leases as of December 31, 2004. '

Comrmfmnnts ‘ S o
As of December 31, 2()04‘L we were conlmltted under the terms . of construction contracts to complete
the construction of proper Ues undu’ developme,nt at a remaining aggregate cost of $18.3. million.

As of'Decemoc‘.r 31,2004, we wcrc also Lomrmtted to fund apprommqfdy $23.2 million for the con-
struction of building mtrastructure unprovcmenm under the terms of leases and/or LOK’H‘EILJL,UOH con-

_'tmcts and approxmnt\,ly $17.2 million for céttain investinents:

Ground lease cobligations 4as of Dec ember 31, 2004 ihclude leases ar saven of our propertics and one
land’ dt:vdopncnt pJL@I These lease: obhgauons of apmomnmtciy ihﬁ‘% 3 mnithon, have ruuaxnmg 1(. s
terms of /8 to 51 veam cw:cluswe of" extenslon ODUOI}‘» :

*NOTE RN STOCK BPT“O\ PLANS ANS S"OCA GRANTS

1997 Stock Plan. . R
In 1997, we adopted a :.tock opnon and mcentwe p’tan (the “Stouk Plan”) for the purpose of attracting
and retaining the hlcrhest quality pexsonnel prowchng for additional incentives and promoting the suc-

" cess of the company by provldmor employees the, oppox funity to acquire common stock pursuyant to (i)
‘options to purchase corhmon’ “stock;.and (11) %hare awards As of December 31, 2004, a total of 218,790

shares were reserved for the granting of future optlons ‘and share awards und@r the Stock Plan.
Optxom undu our plan have been granted at prices that are equal to the market value of the stock
on the date of grant and e.xpne ten years after the.date of grant. Employee options vest ratably in three

annual mstallmcnts from the date ot ulant Non employee director options vest imrhediately on the datc-
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of grant. The options outstanding under the Stock Plan expire at various dates through October 2012.

In addigon, the Stock Plan permits us to issue share awards to our eniployees and non-employee
directors. A share award is an award of common stock, which (i) may be fully vested upon 1ssuance or
(11) may be subject to the risk of forteiture under Section 83 of the Internal Revenue Code. Shares issued
generally vest over a one to thrée year period from the date of issuance and the sale of the shares is
restricted prior to the date of v 'esang During 2004, we awarded 130,143 shares of common stock.The
unearned portion of these awards is amortized as stock compensation expense on a straight-line basis
over the vesting period.

"The fair value of the options issued under the Stock Plan was estimated at the date of grant using a
Black-Scholes option pricing model with the following weighted average assumptions for 2004, 2003
and 2002:

. |
7‘3)@.&1

Risk-free interest rate o : 3.94% : 3.65% 2.69%
Dw1dend ymld ' o v . 3.79% | 3.95%  4.04%
Volatility factor of the expected malket price ©= -\ ' - 23.50% | 21.20%  22.04%
Weighted average expected life of the options ‘ ' 6.7 years ] 7.0years 4.8 years '

A summary of the stock option activity under our Stock Plan and related information for the years
ended December 31, 2004, 2003 and 2002 follows: ‘

Outﬁmnding- B , :
beginning of year 809,583 $ 35.39 1,011,166 $ 34.39 849,870 $ 29.68

Granted : : - -1 - - 337.000 44.44
Exercised T (200,252) 35.44]  (197.583) 30.08 (124,371) 29.70 .
Forfeited o : 2, 000) 42,15 {4,000} 43.23 (51,333) 33.75
Outstanding-end of year 507,331 $ 3535 809,583 $ 35.39 1,011,166 $ 34.39
Exercisable at end of year 500,000  $ 33.38{ 533,420 $ 31.35 514,169 $ 26.89
Weighted average fair value '
0 of opaom gr‘m;:cd T % - $ - % 6.05 .

The following table summarizes information about stock options outstanding at December 371, 2004:
g tal 2 g :

£
$20.00-$32.06 ISR - 243325 292 2477 243,325 %2477
$32.94-$43.50 - ' . 260,008 $6.70 $4G.36 189,007 $ 39.35.
$44.99:$47.65 - © . 104,000 . 7.47 | $47.83 67.668 $47.68
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NOTE 12: QUARTERLY FIMAMCIAL DATA (UNAUDITED]

Following is a sumumary of consolidated financial information on a quarteriy basis for 2004 and 2603:

u A <f~omw‘r«s~r g@@f& Dcw Geae mes o ' Feh

2004
Revenues $ 42,775 $ 43,323 $ 45,510 % 50.476
Net income avzailable to common stockholders $ 13,115 $ 8,737 $ 11,370 % 11,482
Income per common share:

Net income available to common

stockholders-basic 3 0.68 $  9.51 s  ©.5¢ £ 059

Net income avai .abie to conunon )

stockholders-diluted _ $ 087 $  0.50 ¢ 0.8 $ 0.58
2003
Revenues ‘ - L '$ 40,039 $ 39.455 $ 40,085 $ 40,879
Net income ﬂ‘vqﬂable to common stockholders % 9925 $10,324 $ 19,369 $ 11,127
Income per cemmon share: ' '

Net income available t6 common v

stockholdérs-basic : o : $ . 053 $ 054 $ 102 $  0.38

Net income available to common .

stockholders-diluted ‘ ' $  0.52 $ 0.54 $  1.00 $ 0Q.57.

NOTE 13: DISCONTINUED OPERATIONS
The following is 2 summary of operations and net assets of the properties included in discontinued oper-
ations presented in compliance with SFAS {44 (in chousands):

Total revenue v $ 14 $ 5,449 $ 7,207
Operating expenses ' E 15 | 1,404 1,692
Revenue less operating expenses : ’ ' ‘ : (1)% 4.045 5,515
Interest 7 . 924 1,431
@_@mcmiom v . - ; 268 1,173
(Loss) income before gaih/’}oss ort salés of ' : .

property and non- -cash in npairment charge . - o (1)i 2,853 2,911
Gain/loss on sales of property - 1,827 | 8,286 -
Non-cash | unt):unne.ht charge . : - ‘ - {1,180}
Income from discontinued opcrétions, net $ 1828 $ 11,139 » $ 1.781

wr Iy
4
Fropertes held for sale, net : % -

Tenant security deposits and other restricted cash - &
Tenant recelvables C ' - ‘ 82
Deferred rent : ' , - i 8
Orher assets - B ' : - 65
Toral assets ' ‘ $ ;_j $ 2680
Accounts payable, accrued expenses and tenant security deposits ‘ $ _j $ 79
Total liabilities - o N ' s 79
Net assers of discontnued operations ' § - | $ 3.601




income from discontinued operations, net.includes the operating results of one property we sold dur-

ing 2004, three p aperties we sold during 2003 and four properties that have been designated as “held
for sale” ar December 31, 2002 under the provisions of SFAS 144, See Note 2, Basis of Presentadon and
Sunmmnary of S wficant Accounting Policies.

During the Grst qu'arte: of 2004, we sold one property located in the Suburban Washington ID.C. mar-
ket that had been designared as *held for sale”™ as of December 31, 2003. The total sale price for th prop-
erty was approximately $5.7 million. In connection with the sale, we recorded 2 gain on sale of proper-
tv of approximately $1.6 million. During the fourth quarter of 2003, we sold one property located in the
Suburban Washington 12.C. market that had been designated as “‘held for sale” during the fourth quarter
6f2003. The total sale price for the property was approximately $9.0 million. In connection with the sale, -
we recorded 2 loss on sale of property of approximately $36,000. During the third quarter of 2003, we
id one property located in the Eastern Massachusetts market that had been previously designated as
"heid for sale” as of December 31, 2002. The total sale price for the property was approximately $46.5
millien. In connection with this sale, we recorded a 'gain on sale of property of approximately $8.8 mil-
lion. Interest expense included in discontinued operations represents.interest related to a secured note
payabie, which was assumed by the buyer in connection with the sale of his s*roperty. During the first
quarter of 2003, we sold one property located in the San Francisco Bay market which could not be rede-

«loped pursuant to our original strategic objectives and that had been designated as “held for sale” as of
December 31, 2002. The total sale price for the property was approximarely 3£.8 million. In connection
wich this sale, we recorded a loss on sale of property of approximately $453,000 in 2003. Gains and loss-
es on sales of these properties are included in the income statement in income from discontinued oper-
ations, net. The non-cash impairment charge « >F $1.2 million in discontinued operations in 2002 relates
to the reduction in the net book value as of ecember 31, 2002 of the property i the San Francisco Bay
market which could not be redeveloped and was sold in the first quarter of 2603,

Alexandria Real Estate Equities, Inc. and Subsidiaries

Our common stock is traded on the Mew York Stock Exchange f“N‘r’SF“” under the symbo! “ARE”. As of March 11,

2C05, there were approximately 239 hoiders of record of our common stock {excluding beneficiz! owners whose shares
are held in the name of u;DE & Co.). The following table sets forth the quarterly bigh and low sales prices per share

of pur common stock as reported on th_e MNYSE and the distributions paid by us with respect to each such period.

e e e : — o = e

2004

Fourth Quarter $ 75.24 % 65.51 $ 0.66

Third Quarter $ 66.67 $ 56.50 $ 0.64

Sccond Quarter $ €4.76 $ 50.88 % 0.62

First Quarter $ 65.20 $ 57.30 $ 0.60
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PRIVATE SEC URH’QES LHT@@M@@M
REFORM ACT OF 1995

A'llexand_:ria Real Estate Equities,' Inc. and Subsidiaries | - .

‘ Certam staternentﬂ made in tlns Annual Repoxt coustitite forwwrd*]ookmo statemernts’ " within the

meaning of the Private ‘Securities Litigation Reform Act of 1995. Such forward-looking statements
involve known and unknown risks, uncertainties and other factors that may cause our actual results,

performance or achlevenients or- mduqtry results, to be materially different from any future results, -

performance or achievements - e*{pressed o1" mlphed by such forward-looking statements. Given these
uncertainties, plospecclve and current investors are cautioned not to place undue reliance on such for-
ward- 1001{1110 statements. A list of f’lCtOI’S that could Lause actual results to differ from those set forth or
.Contemplatpd n the forwaxd—looklns statements is included in our annual report on Form 10-K.
We disclaim any obligation to update such factors or to pubhclv announce the result of any revisions to
any of the forward- looking statéements contained in this or any other document. R eaders of this Annual

Report should also read: our. reports pubhcly filed' vmth the Securities and Exchange Commission for.

further dmcusmon.

;CERTIFICATiONS

Alexandrla Real Estate Equmes !ncand Subsidiaries

Our Chief E\LCUCIVE Ofﬁcer and Chlef Fmanclal Officer file certifications regarding the quality of
our public disclosure wn:h Lhe Securmes and E*{uhanqe Comnussmn pursuant to Section 302 of the
Sarbanes- O“\dcy ‘Act of 2002. Thesz; Cemﬁcamons are included as an exhibit to our 2004 aunual 1€p01t
on Form -10-K that we have’ tﬁpd thh the Securitics and Exchange Commission.

We. have filed with the New York Stock Exchanoe (NYSE) the Certificarion of our Ch1ef Extc,umve
Qfﬁu,r conﬁrmmg that” we: have Comphecl 'Wlth the NYSE Lorporatc governance listing standards.
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DIRECTORS AND OFFICERS /
ORPORATE INFORMATION

Alexandrla Real Estate Equxtles

BOARD OF DIRECTORS

Jerry M. Sudarsky
Chairman of the Board
of Directors + . -~
Alexandria Real Estate
Equities, Inc.

Joel S. Marcus

Chief Executlve Offxcer
Alexandria Real Estate
Equites, Inc,

James H..Richardson .
President ’
Alexandria Real Estate
Eqmtles Iuc

Rlchzud B. ]enmngs
President ‘
Reealry Capital

‘ [nternationél Inc.-

Richard H. Klein, CPA
Founder and , ‘
Chiet Executive Oﬁker

C‘hefmakers Cookmg Acadcmy .

Alan G. Walton

Ph.D., D.Sc.

General Pactmer

Oxford BioScience Partners

Richimond A. Wolf
Director - Office of
 Technology Transfer
California Insmute of
Technology -
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Inc. andtSubsidia‘riesi '

5 s't—:Nle ‘OFF!_C"ERS

= Joel S. Marcuq , |
§ ‘:‘Ch}ef Executwe Ofﬁcet‘_

James H. P\l chardson

Pres1dent -

Peterj Nelson
- Secretary

-Deén.A; Shigenaga,- ;
- Chief Financial Officer

. Vincent R. Ciruzzi
- Senior Vice President,

Construction and Development

COMMON STOCK

Ll'ated on the
New York: Stock Exchanoe

, bymb ol AR_E

- CO'RPOR‘ATE OFFICES

135 North Los Robles Avenﬁé

: bulte 250 . - :
:,Pasadena CA 91101
ﬁ (626}378—0/77

TRANSFER AGENT-
Amemmn Stock. Tramter 'k

’ and Trust (Jompanv

59 Maiden Lane

- New York, NY 10038
- (212) 936-5100

LEGAL COUNSEL

Mayer, Brown, Rowe k
& Maw LLP

“Los Angeles, California

CINDEPENDENT

REGISTERED PUBLIC

"ACCOUNTING FIRM

Ernst & Young LLP
Los Angeles, California

ANNUAL MEETING

The Annual Meeting of
Stockholders will be held at 12
noon, May 19, 2005, at the St.
Regis Monarch Beach Resort
& Spa, One Monarch Beach
Reesort, Dana Point, California.

SEC FORM 10-K ‘

A copy of the Company’s
Annual Report on Form 10-K,
as fled with the Securities and

Exchange Commission is
available without charge, upon

written request to:

Corporate Information

- Alexandria Real Estate

Equities, inc.

135 Noirth Los Robles Avenue
Suite 250 ‘

Pasadenz, CA 91101

(626) 396-4828

- www.labspace.com
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